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Abstract 
This p a p e r a t t e m p t s t o ident i fy t he f a c t o r s beh ind inc reas ing rura l i n c o m e 
inequal i ty in China . In par t icu lar , t w o interre la ted h y p o t h e s e s a r e inves t iga ted : 
( H 1 ) I n c o m e s g e n e r a t e d f r o m rural industr ial act ivi t ies h a v e b e c o m e a d o m i n a n t 
and an increas ing c o m p o n e n t o f to ta l rural inequali ty; ( H 2 ) T h e inc reas ing 
con t r ibu t ion o f rural industr ia l s e c t o r to overal l rural inequal i ty can b e exp la ined 
by u n e v e n regional g r o w t h o f rural indust ry . T o ana lyze H l， t h e c o n t r i b u t i o n s o f 
d i f fe ren t i n c o m e s o u r c e s t o to ta l rural inequal i ty are a ssessed in a c c o r d a n c e w i t h 
S h o r r o c k s ' d e c o m p o s i t i o n rule. U s i n g a newly d e v e l o p e d m e t h o d , t h e 
con t r ibu t ions o f i n c o m e s o u r c e s t o inequal i ty are f u r t h e r d e c o m p o s e d in to the i r 
b e t w e e n - and wi th in - reg ion con t r ibu t ions . T h e e x t e n d e d S h o r r o c k s ' 
d e c o m p o s i t i o n rule fu rn i shes a c o h e r e n t f r a m e w o r k fo r t e s t ing H 2 . F u r t h e r m o r e , 
a novel stat ist ical i n fe rence p r o c e d u r e is deve loped t o t e s t t h e c h a n g e s in 
inequal i ty as well as its b e t w e e n - and wi th in- reg ion f a c t o r c o m p o n e n t s . O u r 
empir ical resul ts p r o v i d e qual i f ied s u p p o r t f o r H l . W i t h r e g a r d t o H 2 , t h e 
regional con t r ibu t ion o f rural indus t ry is f o u n d t o b e highly sens i t ive t o t h e 
I 
d e g r e e o f geograph ica l agg rega t ion . T h e b e t w e e n - r e g i o n con t r ibu t ions o f rura l 
indus t ry c o r r e s p o n d i n g t o smaller spatial units , e.g., t o w n s h i p s and vi l lages, h a v e 
been m u c h signif icant . At the t ime w h e n mos t a t ten t ion is f o c u s i n g on dispar i t ies 
a m o n g large spatial uni ts , e.g. , p rov inces , ou r f indings sugges t t ha t pol ic ies 
based on f iner par t i t ions , e.g. , count ies , t o w n s h i p s and vil lages, s eem t o b e m o r e 
e f fec t ive in r educ ing overall rural inequali ty. 
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1. Introduction 
C h i n a h a s u n d e r g o n e a ser ies o f e c o n o m i c r e f o r m s a f t e r 1978 . 
S p e a r h e a d e d by rura l r e f o r m s such as t h e i n t r o d u c t i o n o f t h e h o u s e h o l d 
respons ib i l i ty s y s t e m and i n c r e a s e s in t h e p r ices o f ag r i cu l tu ra l p r o d u c t s , C h i n a 
e x p e r i e n c e d a d r a m a t i c g r o w t h in agr icu l tu ra l o u t p u t in t h e ea r ly 1 9 8 0 ' s 
( M c M i l l a n et al. 1 9 8 9 and L in 1992) . 
T h e s u c c e s s o f t h e r e f o r m h a s a t t h e s a m e t i m e b r o u g h t a b o u t i n c r e a s i n g 
m r a l i n c o m e inequal i ty , espec ia l ly a f t e r 1984 ; e .g . , H o w e s and H u s s a i n ( 1 9 9 4 ) , 
and R o z e l l e ( 1 9 9 4 ) . A s t h e rura l i ndus t ry h a s g r o w n rap id ly a f t e r 1984， i t is 
na tu ra l t o a sk w h e t h e r t h e r is ing inequa l i ty is main ly a t t r i bu t ab l e t o ru ra l 
indus t r ia l i za t ion . H o w e v e r , such a r e la t ionsh ip b e t w e e n rura l i ndus t r i a l i za t ion 
and inc reas ing inequa l i ty s e e m s p a r a d o x i c a l b e c a u s e rura l i ndus t r i a l i za t ion in 
m a n y d e v e l o p i n g c o u n t r i e s , l ike T a i w a n and S o u t h K o r e a , he lp r e d u c e ru ra l 
inequa l i ty (Fei et al. 1 9 7 9 and F ie lds 1984) . S o m e h a v e a t t r i b u t e d t h e 
d i sequa l i z ing i m p a c t o f rural indus t r i a l i za t ion in C h i n a t o t h e h i g h e r g r o w t h r a t e s 
o f rural i ndus t ry in w e a l t h i e r r e g i o n s t o g e t h e r w i th t h e c o n t i n u e d e x i s t e n c e o f 
in te r reg iona l ba r r i e r s t ha t inhibit t h e f r e e f l o w o f f a c t o r s and o u t p u t s (Ca i 1994， 
R o z e l l e 1994 and Z h u 1992) . In o t h e r w o r d s , t h e y be l i eve t h a t t h e u n e v e n 
reg iona l d e v e l o p m e n t o f rural i ndus t ry a c c o u n t s f o r a d o m i n a n t s h a r e o f overa l l 
rura l inequal i ty . W i t h t h e p r e v a l e n c e o f such a v i e w a m o n g C h i n a ' s po l i cy 
m a k e r s , it is n o t su rp r i s ing tha t t h e n a r r o w i n g o f t h e d i spar i ty in ru ra l indus t r ia l 
d e v e l o p m e n t a m o n g t h e eas te rn , cent ra l and w e s t e r n r e g i o n s is p e r c e i v e d as 
e f f ec t i ve t o r e d u c e overa l l rura l inequal i ty . P r e f e r en t i a l po l i c ies f o r ru ra l 
en t e rp r i s e s in t he cen t ra l and w e s t e r n r eg ions h a v e g a i n e d inc reas ing p o p u l a r i t y 
(Lin e t a l . 1995 and Tsu i 1996) . 
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T h e v i e w p o i n t s on increas ing rural i n c o m e inequal i ty desc r ibed a b o v e m a y 
b e s u m m a r i z e d by t h e f o l l o w i n g in te r re la ted h y p o t h e s e s : 
Qil) I n c o m e s der ived f r o m rural industr ial act ivi t ies h a v e b e c o m e a d o m i n a n t 
and an increas ing c o m p o n e n t o f overal l rural i n c o m e inequal i ty . 
¢ 1 2 ) T h e increas ing con t r ibu t ion o f rural industr ia l s ec to r t o overa l l rura l 
inequal i ty can b e expla ined by increas ing u n e v e n reg iona l d e v e l o p m e n t o f rura l 
industr ia l activit ies. 
T h e main p u r p o s e o f this p a p e r is to ana lyze t h e a b o v e h y p o t h e s e s 
r igorous ly us ing a newly d e v e l o p e d quan t i t a t ive m e t h o d . T h e con t r ibu t ion o f t h i s 
p a p e r c o v e r s t h e fo l l owing m e t h o d o l o g i c a l and pol icy issues: 
1. M o s t s tud ies on rural inequal i ty in China h a v e only c o v e r e d sho r t t i m e spans 
d u e t o t h e pauc i ty o f da ta . In addi t ion , f e w w o r k s h a v e a t t e m p t e d t o eva lua t e t h e 
cor re la t ion b e t w e e n t h e rural r e f o r m s or t he s t ruc tura l c h a n g e s o f t h e rura l 
e c o n o m y and the chang ing pa t t e rn s o f rural inequal i ty in China , i.e., H 1 . In this 
pape r , a c o m p l e t e set o f county- leve l da t a f o r Shanxi (a centra l p r o v i n c e ) f r o m 
1978 to 1994 is e m p l o y e d to examine the impac t o f agr icul tura l and industr ia l 
r e f o r m s on rural inequali ty. 
2. Rura l inequal i t ies in G u a n g d o n g (an eas te rn p rov ince ) and G a n s u (a w e s t e r n 
p rov ince ) a re also s tudied us ing county- level da t a a f t e r 1984. Th i s enab les u s t o 
c o m p a r e t he impac t o f rural industr ia l izat ion on inequal i ty in d i f fe ren t p r o v i n c e s 
and d r a w genera l conc lus ion abou t H 1 . 
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3. Th i s p a p e r a s ses ses t h e c o n t r i b u t i o n s o f d i f fe ren t i n c o m e s o u r c e s t o t o t a l rura l 
inequal i ty in a c c o r d a n c e w i th S h o r r o c k s ' d e c o m p o s i t i o n ru le ( S h o r r o c k s 1982) . 
T o inves t iga te H 2 , w e ex t end S h o r r o c k s ' a p p r o a c h by f u r t h e r d e c o m p o s i n g t h e 
con t r ibu t ions o f i n c o m e s o u r c e s t o overal l inequal i ty in to the i r b e t w e e n - and 
wi th in - reg ion c o n t r i b u t i o n s as p r o p o s e d by Tsui (1996) . 
4. T h e r ecen t d i scuss ion a b o u t rural inequal i ty in Ch ina s e e m s t o f o c u s o n t h e 
dispar i ty a m o n g t h e cent ra l , eas te rn and w e s t e r n reg ions . I n e q u a l i t y - r e d u c i n g 
pol ic ies based on such g e o g r a p h i c a l un i t s a re then des igned . H o w e v e r , d ispar i t ies 
a m o n g smaller spat ial uni ts , e .g. , count ies , t o w n s h i p s and vi l lages, a r e b y n o 
m e a n s insignif icant . W i t h r e g a r d t o t h e r educ t ion o f overal l rural inequal i ty , t h e 
e f fec t iveness o f r e g i o n - b a s e d pol ic ies m a y b e sensi t ive t o t h e spat ial un i t s 
t a rge t ed . B y d e c o m p o s i n g the con t r ibu t ions to inequal i ty o f i n c o m e s o u r c e s in to 
their b e t w e e n - and wi th in - r eg ion con t r ibu t ions at d i f fe ren t a g g r e g a t i o n levels, 
this p a p e r f o r m u l a t e s a c o h e r e n t f r a m e w o r k fo r eva lua t ing t he e f f ec t i venes s o f 
r eg ion -based inequa l i ty - reduc ing policies. 
5. T h e county- leve l d a t a f o r Shanxi , G u a n g d o n g and G a n s u a re p o o l e d t o g e t h e r 
t o e s t ima te the b e t w e e n - and wi th in -p rov ince con t r ibu t ions t o overa l l rura l 
inequal i ty o f v a r i o u s i n c o m e s o u r c e s and their t rends . T o assess t h e e f f ec t i venes s 
o f inequa l i ty - reduc ing pol ic ies wi th r e spec t to smaller spatial uni ts , a c o m p l e t e 
set o f t o w n s h i p and vi l lage level d a t a fo r Shanxi in 80, 85, 90 and 91 is e m p l o y e d 
t o examine the b e t w e e n - and w i th in - coun ty f a c t o r con t r i bu t ions t o to ta l rura l 
inequal i ty and thei r t r ends . 
6. A c o m m o n s h o r t c o m i n g o f all s tudies o f C h i n a ' s rural inequal i ty is t h e inability 
t o tes t w h e t h e r t he obse rved changes in inequali ty and its d e c o m p o s e d 
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c o m p o n e n t s a r e s tat is t ical ly s ignif icant . In this pape r , a n e w stat is t ical i n f e r e n c e 
p r o c e d u r e is d e v e l o p e d t o t a k e in to a c c o u n t t h e d a t a p r o b l e m s and t o t e s t t h e 
c h a n g e s in inequal i ty as well as t h e con t r ibu t ions o f i n c o m e s o u r c e s t o inequal i ty . 
7. T h e N i n t h F i v e - Y e a r P lan has e leva ted t he i ssue o f i n e q u a l i t y t o t h e t o p o f t h e 
nat ional agenda . Th i s revea ls t he i m p o r t a n c e o f and u r g e n c y in t ack l ing t h e 
p r o b l e m o f inequal i ty . Th i s p a p e r p rov ide s m u c h n e e d e d empir ica l e v i d e n c e 
crucial to pol icy mak ing . 
In C h a p t e r 2’ an o v e r v i e w o f t he rural r e f o r m s in Ch ina a f t e r 1978 and t h e 
d e v e l o p m e n t o f r u r a l en te rp r i ses is p rov ided . T h e r eg ions inc luded in this s tudy , 
i.e., Shanxi , G u a n g d o n g and G a n s u a re then descr ibed . C h a p t e r 3 br ief ly r e v i e w s 
the l i te ra ture on rural i n c o m e inequal i ty in China du r ing t h e p o s t - r e f o r m per iod . 
In C h a p t e r 4, t h e m e t h o d o l o g y f o r inequal i ty m e a s u r e s and d e c o m p o s i n g 
inequal i ty by f a c t o r c o m p o n e n t s is i n t roduced . T h e e x t e n d e d S h o r r o c k s ' 
d e c o m p o s i t i o n m e t h o d is t hen der ived. In o r d e r t o t e s t t h e c h a n g e s in inequal i ty 
and its d e c o m p o s e d c o m p o n e n t s , an asympto t ica l ly d i s t r ibu t ion- f ree t e s t is 
deve loped as well . F u r t h e r m o r e , t he da t a set e m p l o y e d in this s tudy is d i scussed . 
C h a p t e r 5 con ta ins t h e m a j o r empir ical f indings o f this p a p e r inc luding: rura l 
i n c o m e inequal i ty t r e n d s in Shanxi , G u a n g d o n g and G a n s u dur ing t h e p o s t -
r e f o r m per iod , the con t r ibu t ions of d i f fe ren t i n c o m e s o u r c e s such as agr icu l tura l 
and rural industr ial i n c o m e s to inequali ty, t he dynamics beh ind t h e u p w a r d 
inequal i ty t r ends , t h e b e t w e e n - and wi th in -p rov ince con t r ibu t ions o f i n c o m e 
sou rces to overal l rural inequal i ty , and the b e t w e e n - and w i t h i n - c o u n t y 
con t r ibu t ions o f i n c o m e s o u r c e s t o tota l rural inequal i ty in Shanxi . T h e empir ical 
f indings and their pol icy impl ica t ions a re also d i scussed . T h e final c h a p t e r 
summar i ze s the main resul ts and sugges t s s o m e ex tens ions f o r f u t u r e resea rch . 
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2. Rural Reforms in China after 1978 and the Regional Development of 
Rural Enterprises 
T h e m a i n t h e m e o f th i s p a p e r is t o i n v e s t i g a t e t h e r e l a t i o n s h i p b e t w e e n 
ru ra l i ndus t r i a l i za t ion a n d i n c r e a s i n g i n c o m e inequa l i ty in ru ra l C h i n a . B e f o r e 
t a c k l i n g t h e p r o b l e m , an o v e r v i e w o f t h e h is tor ica l b a c k g r o u n d is in o r d e r . T h i s 
c h a p t e r p r o v i d e s a b r i e f d e s c r i p t i o n o f t h e rura l r e f o r m s in C h i n a s ince 1 9 7 8 . I n 
t h e c o u r s e o f o u r d i s c u s s i o n , w e shall h igh l igh t t h e r e f o r m s o n t h e m r a l i ndus t r i a l 
s e c t o r and t h e d e v e l o p m e n t o f rura l indus t r ia l en t e rp r i s e s . I n pa r t i cu l a r , t h e 
u n e v e n r eg iona l d e v e l o p m e n t o f rura l e n t e r p r i s e s is e x a m i n e d . F i n a l l y， t h e 
r e g i o n s i nc luded in o u r s t udy , i .e., Shanx i , G u a n g d o n g and G a n s u , a r e d e s c r i b e d . 
2. 1. Historical Backgrcnmd 
S i n c e t h e G r e a t L e a p F o r w a r d , C h i n a ' s a g r i c u l t u r e w a s o r g a n i z e d u n d e r 
t h e c o m m u n e s y s t e m f o r a b o u t 2 0 yea r s . A typica l C h i n e s e ru ra l c o m m u n e in 
1 9 7 8 c o n s i s t e d o f t h r e e levels: t h e c o m m u n e , t h e p r o d u c t i o n b r i g a d e a n d t h e 
p r o d u c t i o n t e a m . All r e s o u r c e s w e r e co l lec t ive ly o w n e d a n d a l l o c a t e d b y t h e 
t e a m leader . A n n u a l p r o d u c t i o n t a r g e t w a s g iven t o e a c h t e a m t h r o u g h t h e 
c o m m u n e and b r i g a d e . T h e n annua l p r o d u c t i o n p lan w a s d r a w n a n d i m p l e m e n t e d 
by t h e t e a m / 
At t h e end o f 1978 , b r o a d r e f o r m in a g r i c u l t u r e w a s i n t r o d u c e d b y t h e 
C h i n e s e cen t ra l g o v e r n m e n t , main ly b e c a u s e o f t h e p o o r ag r i cu l t u r a l 
p e r f o r m a n c e o v e r t h e p r e c e d i n g 2 0 - y e a r pe r iod . T h e i m p o r t a n t e l e m e n t s o f t h e 
c h a n g e s inc lude t h e i n t r o d u c t i o n o f t h e h o u s e h o l d respons ib i l i ty s y s t e m , a s h a r p 
1 For more details of the commune system, see Lin (1988, 1992), McMillan et al. (1989) and 
Perkin(1988). 
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i n c r e a s e in g o v e r n m e n t p r o c u r e m e n t p r ices , d e c e n t r a l i z a t i o n o f a g r i c u l t u r a l 
ac t iv i t i es and t h e e x p a n s i o n o f f r e e m a r k e t s . T h e ag r i cu l t u r a l r e f o r m s led t o a 
d r a m a t i c g r o w t h in ag r i cu l tu ra l o u t p u t in C h i n a d u r i n g t h e ear ly 1 9 8 0 , s a n d 
• 2 
p r o v i d e d t h e b a s i s f o r ru ra l i ndus t r i a l i za t ion . 
T h e rura l n o n - a g r i c u l t u r a l o r indus t r ia l s e c t o r ' w a s a l so o r g a n i z e d u n d e r 
t h e c o m m u n e s y s t e m in t h e 1 9 7 0 ' s , C o m m u n e and b r i g a d e e n t e r p r i s e s ( C B E ) 
w e r e o w n e d and a d m i n i s t e r e d b y c o m m u n e s and b r i g a d e s . B e i n g e n c o u r a g e d t o 
s u p p o r t ag r i cu l tu ra l ac t iv i t ies , t h e s e e n t e r p r i s e s b e l o n g e d ma in ly t o l ight i n d u s t r y 
f o c u s i n g o n t h e p r o d u c t i o n o f ag r i cu l tu ra l i n p u t s a n d t h e y w e r e n o t o r i e n t e d 
t o w a r d s m a r k e t s o r c o n s u m e r p r o d u c t s . B e s i d e s , m o s t o f t h e m w e r e c o n f i n e d t o 
u s i n g local l a b o r and m a t e r i a l s and m e e t i n g local d e m a n d . In 1978， t he re w e r e 
m o r e t h a n 1 .52 mil l ion C B E in Ch ina , and the i r t o t a l o u t p u t v a l u e a t t a i n e d 4 9 . 3 
bil l ion y u a n ( B y r d and L in 1990) . T h i s f o r m e d t h e bas i s f o r ru ra l m e c h a n i z e d 
indus t ry . 
A f t e r 1 9 7 8， c o n c o m i t a n t w i t h t h e ag r i cu l tu ra l r e f o r m s， t h e cen t r a l 
g o v e r n m e n t i m p l e m e n t e d severa l po l ic ies benef ic ia l t o C B E . T h e a im w a s t o 
s t h m t o e e c o n o m i c g r o w t h in t h e rura l s e c t o r and e n c o u r a g e a m o r e 
c o m p r e h e n s i v e d e v e l o p m e n t o f t h e rural e c o n o m y . ^ A p a r t f r o m t h e po l i c i e s 
benef ic ia l t o C B E , e n c o u r a g e m e n t w a s also g iven t o t h e l a u n c h i n g o f d i f f e r e n t 
t y p e s o f p r i v a t e e n t e r p r i s e s ( P E ) inc lud ing ind iv idua l p r o p r i e t o r s h i p s , 
2 For the details of the agricultural reforms and their impact, see Kueh (1984)，Lin (1988， 
1992), McMillan et al. (1989) and Perkin (1988). 
3 The following review o f t h e niral industrial reforms in China mainly follows Byrd and Lin 
(1990), Findlay et al. (1994) and Xii (1995). . • 
4 In fact a few mral residents had launched some private emerpnses in the 1970 s. bince 
under the socialist policy at that time, these enterprises were perceived as illegal underground 
activities (Byrd and Lin 1990). 
5 For the details ofdifferent policies beneficial to CBE, see Xu (1995). 
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p a r t n e r s h i p s and c o o p e r a t i v e v e n t u r e s . T h e s e c h a n g e s a f t e r 1 9 7 8 r e s u l t e d in a 
s ign i f ican t g r o w t h o f n o n - a g r i c u l t u r a l o r indust r ia l act ivi t ies . 
In M a r c h 1984，the Cen t r a l C o m m i t t e e and t h e S t a t e C o u n c i l a p p r o v e d t h e 
' R e p o r t on C r e a t i n g a N e w S i tua t ion f o r C B E ' w h i c h s igna led a n e w p h a s e in 
t h e d e v e l o p m e n t o f rura l en t e rp r i se s . T h e C B E w e r e r e n a m e d t o w n s h i p a n d 
v i l lage e n t e r p r i s e s ( T V E ) b e c a u s e t h e p e o p l e ' s c o m m u n e s had b e e n d i s b a n d e d . 
T h i s r e p o r t s t r e s sed t ha t T V E and P E shou ld b e c o m e t h e f o c u s o f a 
c o m p r e h e n s i v e rura l d e v e l o p m e n t , p r o v i d i n g inpu t s f o r ag r i cu l tu re , a b s o r b i n g 
rura l s u r p l u s l abor , ra i s ing rural i n c o m e and supp ly ing f o r t h e m a r k e t . E v e n 
t h o u g h t h e e n t e r p r i s e s w e r e r e s p o n s i b l e f o r thei r o w n p r o f i t s and losses , t he i r 
d e v e l o p m e n t w a s s u p p o r t e d b y g o v e r n m e n t s at all levels. P e a s a n t s w e r e 
e n c o u r a g e d t o inves t in o r t o set u p all t y p e s o f e n t e r p r i s e s t o o . S ince t h e n rura l 
e n t e r p r i s e s h a v e g r o w n m o r e t h a n e v e r in China . T h e to t a l o u t p u t v a l u e o f T V E 
and P E inc reased f r o m 171 bil l ion y u a n in 1984 t o 2 7 3 bil l ion y u a n in 1 9 8 5 a n d 
3 5 4 bil l ion y u a n in 1986 wi th P E g r o w i n g f a s t e r t han T V E ( B y r d and L i n 1990) . 
In 1988, t h e cent ra l g o v e r n m e n t i m p l e m e n t e d d e f l a t i o n a r y po l ic ies 
t o g e t h e r w i th t h e t i gh t en ing u p o f con t ro l o v e r P E such as c l ean ing u p t h e 
r eg i s t r a t ion o f p r i va t e bus inesses , inc reas ing c o m p l i a n c e w i t h b u s i n e s s 
r e g u l a t i o n s and c r a c k i n g d o w n on tax evas ion . T h e s e po l ic ies led t o t h e s l o w -
d o w n o f t h e g r o w t h o f r u r a l en te rp r i ses . T h e tota l n u m b e r o f rural e n t e r p r i s e s in 
Ch ina d r o p p e d f r o m 18 .88 mill ion in 1988 to 18 .50 mil l ion in 1 9 9 0 (F ind lay et 
al. 1994) . 
S ince t h e la te 1991, t h e cent ra l g o v e r n m e n t has l a u n c h e d a set o f pol ic ies 
benef ic ia l t o m r a l en te rp r i ses . T h e n e w pol ic ies h a v e p r o v i d e d b e t t e r 
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o p p o r t u n i t i e s f o r e n t e r p r i s e f o r m a t i o n and acqu i s i t i on o f r a w ma te r i a l s , cap i t a l 
a n d l and , t o g e t h e r w i t h m o r e de t a i l ed and c lea r r e g u l a t i o n s o n t h e i r s t r u c t u r e s 
a n d act ivi t ies .^ A s a resu l t , a n e w s t a g e o f e n t e r p r i s e g r o w t h b e g a n . T h e t o t a l 
n u m b e r o f r u r a l e n t e r p r i s e s i n c r e a s e d f r o m 1 8 . 5 0 mi l l ion in 1 9 9 0 t o 2 0 . 7 8 mi l l ion , 
in 1 9 9 2 (F ind lay et al. 1994) . 
T h e r e f o r m s o f ru ra l n o n - a g r i c u l t u r a l o r indus t r i a l s e c t o r , e spec ia l ly a f t e r 
1984 , h a v e a w i d e r a n g e o f i m p a c t o n t h e rura l e c o n o m y o f Ch ina . A s wil l b e 
d i s c u s s e d in t h e n e x t s ec t i on , t h e n u m b e r and o u t p u t o f ru ra l e n t e r p r i s e s , a s w e l l 
as t h e o u t p u t s h a r e o f rura l e n t e r p r i s e s in na t i ona l o u t p u t h a v e i n c r e a s e d 
subs tan t i a l ly s ince t h e i n t r o d u c t i o n o f t h e indus t r ia l r e f o r m s in 1 9 8 4 . R u r a l 
e n t e r p r i s e s h a v e b e c o m e a m a j o r d r iv ing f o r c e b e h i n d t h e r ap id e c o n o m i c g r o w t h 
in C h i n a (F ind lay e t al. 1994) . T h e d e v e l o p m e n t o f rura l e n t e r p r i s e s h a s a l so 
s t imu la t ed t h e m o v e m e n t o f rura l s u r p l u s l a b o r f r o m ag r i cu l tu ra l t o n o n -
agr i cu l tu ra l s e c t o r and p r o v i d e d an o u t l e t f o r t h e s a v i n g s b e i n g a c c u m u l a t e d in 
t h e rura l e c o n o m y f o l l o w i n g t h e ag r i cu l tu ra l r e f o r m s ( B y r d and L i n 1 9 9 0 a n d 
F ind l ay et al. 1994) . R u r a l indus t r i a l i za t ion h a s t h u s r e s u l t e d in r i s ing i n c o m e a n d 
l iving s t a n d a r d s o f t h e p e a s a n t s and a c c e l e r a t e d t h e d e v e l o p m e n t o f t h e ru ra l 
e c o n o m y . U n d e r t h e r ap id g r o w t h o f r u r a l en t e rp r i s e s , t h e c o n t r i b u t i o n s o f r u r a l 
e n t e r p r i s e s t o t h e c o f f e r s o f t h e cen t ra l and local g o v e r n m e n t s h a v e r i sen 
subs tan t ia l ly t o o . 
O n t h e o t h e r h a n d , t h e s u c c e s s o f t h e rura l indus t r i a l r e f o r m s h a s 
s i m u l t a n e o u s l y b r o u g h t a b o u t s o m e o t h e r p r o b l e m s s u c h as t h e o v e r h e a t i n g o f 
^See Findlay et al. (1994). 
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t h e e c o n o m y d u e t o b o t t l e n e c k s , c o r r u p t i o n , e n v i r o n m e n t a l p r o b l e m s in t h e 
c o u n t r y s i d e and i n c r e a s i n g rura l i n c o m e i n e q u a l i t y 7 
^ 
2. 2. China 's Rural Enterprises and Regional Development 
T h e r e a r e s o m e a m b i g u i t i e s in t h e de f in i t ion o f ru ra l e n t e r p r i s e s in C h i n a . 
T h e b r o a d e s t de f in i t ion , w h i c h h a s g a i n e d i nc r ea s ing p o p u l a r i t y , e n c o m p a s s e s all 
e c o n o m i c en t i t i es e s t ab l i shed b y v a r i o u s levels o f local c o m m u n i t i e s in t h e 
c o u n t r y s i d e o r b y p e a s a n t s t hemse lves，bu t e x c l u d e s all t h o s e e s t ab l i shed b y t h e 
s ta te . R u r a l e n t e r p r i s e s ' u n d e r t a k i n g s ma in ly inc lude all t y p e s o f n o n - a g r i c u l t u r a l 
ac t iv i t ies w i t h ag r i cu l tu ra l ac t iv i t ies b e i n g ins ignif icant .^ In pa r t i cu l a r , t h e o u t p u t 
o f i n d u s t r i a l ac t iv i t ies h a s m a d e u p a d o m i n a n t s h a r e o f t h e g r o s s o u t p u t v a l u e o f 
rura l en t e rp r i s e s . 
R u r a l e n t e r p r i s e s m a y b e c lass i f ied as e i the r t o w n s h i p a n d v i l l age 
e n t e r p r i s e s o r p r i v a t e en t e rp r i s e s . A c c o r d i n g t o t h e off ic ia l de f in i t ions , r u r a l 
e n t e r p r i s e s o w n e d co l lec t ive ly by t o w n s h i p s and v i l l ages a r e r e f e r r e d t o as 
t o w n s h i p and v i l l age e n t e r p r i s e s ( W E ) ! ( ) , and t h o s e o w n e d b y ind iv idua l s o r 
p a r t n e r s a r e t r e a t e d as p r i v a t e e n t e r p r i s e s ( P E ) . " H o w e v e r , t h e d i s t i nc t i on 
b e t w e e n T V E and P E is s o m e t i m e s n o t v e r y c lear cu t . In f ac t , s o m e T V E a r e 
o w n e d and a d m i n i s t e r e d by ind iv idua l s o r p a r t n e r s w i t h a m b i g u o u s p r o p e r t y 
7 For more details, see Findlay et al. (1990), Lin et al. (1995), Wang (1994) and Joint 
Economic Committee (1992). 
8 This description of niral enterprises in China mninly follows Byrd and Lin (1990), Findlay et 
al. (1994)and Xii(1995). 
9 Some agricultural activities, like intensive poiillry farming, are treated as a part of rural 
enterprises. However, agriculture only accounted for 1.4 percent of niral enterprise output 
value in 1992 OFindlay 1994). 
10 The predecessors o f T V E are commune and brigade enterprises (CBE). 
“Accord ing to the official definitions, PE only include ‘individual enterprises' {geti qiye or 
getihu) which are non-agricultural businesses, owned by individuals or households, with less 
than seven employees, and 'private enterprises' {siying qiye) which are enterprises, owned by 
individuals, partners or up to 30 sharcholdcrs, witli over seven employees. 
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r i g h t s s ince t h e e n t e r p r i s e s initially g o t a u t h o r i z a t i o n o r a s s i s t a n c e f r o m t h e 
c o m m u n i t y g o v e r n m e n t t o u s e na tu ra l r e s o u r c e s and t o o b t a i n f inanc ia l s u p p o r t . 
T o r e t a in t h e p r i v i l eges f r o m local g o v e r n m e n t s , i nd iv idua l s h a v e i n c e n t i v e s t o 
c la im the i r e n t e r p r i s e s t o b e c o l l e c t i v e l y - o w n e d . B e s i d e s , s o m e a u t h o r s t r e a t t h e 
c a t e g o r y o f j o i n t o r c o o p e r a t i v e h o u s e h o l d e n t e r p r i s e s {lianhti hezuo qiye) a s 
p a r t o f p r i v a t e e n t e r p r i s e s ; s ee F ind l ay et al. ( 1 9 9 4 ) . 
T a b l e 1 s u m m a r i z e s t h e d e v e l o p m e n t o f rura l e n t e r p r i s e s in Ch ina , b o t h 
T V E and P E , in t e r m s o f t h e n u m b e r o f e n t e r p r i s e s and t h e n u m b e r o f w o r k e r s 
a f t e r 1 9 7 8 . T h e to t a l n u m b e r o f rura l e n t e r p r i s e s i n c r e a s e d m o r e t h a n t h r e e f o l d 
f r o m 6 mil l ion in 1 9 8 4 t o o v e r 2 0 mil l ion in 1992 , w h e r e a s , t h e t o t a l n u m b e r o f 
w o r k e r s p a r t i c i p a t e d in rura l e n t e r p r i s e s d o u b l e d f r o m 5 2 mil l ion in 1 9 8 4 t o o v e r 
100 mil l ion in 1992 . D u r i n g 1 9 8 4 t o 1988 , rura l e n t e r p r i s e s e x p e r i e n c e d t h e 
f a s t e s t g r o w t h . T h e t i g h t e n i n g u p o f c o n t r o l s o v e r e n t e r p r i s e s c o u p l e d w i t h 
d e f l a t i o n a r y po l i c i e s f r o m 1988 t o 1 9 9 0 led t o a p h a s e o f s l o w - d o w n . A f t e r 
1 9 9 0 , t h e g r o w t h h a s r e s u m e d at a h igh ra te . O n e c h a r a c t e r i s t i c o f t h e 
d e v e l o p m e n t o f C h i n a ' s rura l e n t e r p r i s e s is t ha t t h e n u m b e r o f P E h a s b e e n m u c h 
l a rge r t h a n t h a t o f T V E s ince 1984 ; see T a b l e 2. B e s i d e s , t h e i n c r e a s i n g n u m b e r 
o f rura l e n t e r p r i s e s and the i r e m p l o y m e n t a r e a t t r i b u t e d t o P E . I n f a c t , t h e 
n u m b e r o f T V E h a s d e c r e a s e d in l o n g run a f t e r 1 9 8 5 ; s e e T a b l e 1. M o r e o v e r , 
b o t h P E and T V E h a v e e m p l o y e d c o m p a r a b l e a m o u n t s o f w o r k e r s w i t h t h e 
e m p l o y m e n t in P E g r o w i n g at a f a s t e r r a te ; s ee T a b l e 1 and 2. 
T h e nomina l g r o s s o u t p u t v a l u e o f rura l e n t e r p r i s e s a f t e r 1 9 8 4 is t a b u l a t e d 
in T a b l e 3.^^ In 1984 , rura l e n t e r p r i s e s a c c o u n t e d f o r 13 p e r c e n t o f na t iona l g r o s s 
'2 To examine the growUi of output value of rural enterprises, real net output should be used 
instead. However, data on real output value and suitable price deflators are not available. Thus 
the measured rural enterprise growth is overstated. In particular, the actual growth from 1988 
to 1990 should be much slower due to lhe liypcrinnmion. 
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o u t p u t v a l u e and 3 4 p e r c e n t o f rura l g r o s s o u t p u t va lue . T h e s e v a l u e s i n c r e a s e d 
s ign i f ican t ly t o 2 2 p e r c e n t and t o 5 2 p e r c e n t r e s p e c t i v e l y in 1 9 8 8 . T h e v a l u e s 
d r o p p e d sl ight ly a f t e r 1988 d u e t o t h e c o n t r a c t i o n a r y po l i c i e s and t h e n r o s e 
f u r t h e r t o 3 2 p e r c e n t and 7 0 p e r c e n t in 1992 . F r o m T a b l e 2, as a s h a r e o f t h e 
g r o s s o u t p u t v a l u e o f C h i n a ' s rura l en t e rp r i s e s , t h e o u t p u t v a l u e o f T V E h a s 
b e e n d o m i n a t e d . H o w e v e r , t h e s h a r e has d e c r e a s e d o v e r t i m e . O n t h e o t h e r h a n d , 
P E ' s s h a r e o f g r o s s o u t p u t v a l u e h a s r isen s ince 1 9 8 4 and r e a c h e d o n e t h i r d in t h e 
1 9 9 0 ' s . 
D e s p i t e t h e rap id d e v e l o p m e n t , m o s t C h i n a ' s rura l e n t e r p r i s e s c o n c e n t r a t e 
in r i che r a reas . D u e t o the i r o w n e r s h i p s t r u c t u r e s , ru ra l en t e rp r i s e s , e spec ia l ly 
T V E and t h o s e w i t h d i rec t i n v e s t m e n t s f r o m local g o v e r n m e n t s , u s u a l l y g i v e 
p r io r i t i e s t o h i r ing loca l s and u s i n g local r a w m a t e r i a l s ” O w i n g t o s u c h loca l 
p r o t e c t i o n i s m , f a c t o r mobi l i ty is r e s t r i c t ed . In add i t i on , t h e m o v e m e n t o f cap i ta l 
a c r o s s rura l c o m m u n i t i e s is qu i t e l imi ted t o o . F l o w s o f f u n d s t h r o u g h t h e 
b a n k i n g s y s t e m a r e l imited and capi ta l mobi l i zed in rura l c o m m u n i t y is u sua l ly 
u s e d f o r i n v e s t m e n t wi th in t h e c o m m u n i t y , � < F inanc ia l f l o w s t h r o u g h t h e f i sca l 
sy s t em, and o u t s i d e t h e b a n k i n g and f iscal s y s t e m s a r e a l so small and a r e n o t 
e n o u g h t o o f f s e t t h e u n e v e n d i s t r ibu t ion o f f inancia l r e s o u r c e s in d i f f e r e n t ru ra l 
c o m m u n i t i e s . A s a c o n s e q u e n c e , m a n y a r e a s still d e p e n d pr imar i ly o n t he i r o w n 
r e s o u r c e s and f u n d s . A n e n v i r o n m e n t o f s e l f - su f f i c i ency t h u s pe r s i s t s in ru ra l 
China . i5 S ince r i che r a r e a s usua l ly h a v e h i g h e r indus t r ia l c apac i t i e s and p o t e n t i a l 
t o e x p a n d the i r capac i t i e s , the i r indus t r ia l s e c t o r s m a y d e v e l o p f a s t e r t h a n t h a t o f 
t h e l e s s -we l l -o fF a reas . C o u p l e d w i t h t h e r e s t r i c t i o n s on i n t e r r e g i o n a l f a c t o r 
mobi l i ty , an u n e v e n reg iona l d e v e l o p m e n t o f rura l e n t e r p r i s e s e m e r g e s . 
13 See also Cai (1994)，Rozelle (1994) and Zlui (1992). 
M For more details, see Chapter 9 ofByrd and Lin (1990). 
15 There are olher factors that further enhance self-siifficiency in rural China. The details will 
be discussed in Chapler 5. 
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In o r d e r t o a s s e s s t h e r eg iona l d i f f e r e n c e s , F i n d l a y et al. ( 1 9 9 4 ) p a r t i t i o n 
t h e w h o l e c o u n t r y in to t h r e e s e p a r a t e r e g i o n s : e a s t e r n , cen t ra l a n d w e s t e r n . 
T h e to t a l i n c o m e g e n e r a t e d f r o m T V E and t h e g r o s s o u t p u t v a l u e o f ru ra l 
e n t e r p r i s e s f o r t h e s e r e g i o n s a r e s u m m a r i z e d in T a b l e 4 . I t is a p p a r e n t t h a t t h e 
v a l u e o f i n c o m e f r o m T V E and t h e g r o s s o u t p u t v a l u e o f ru ra l e n t e r p r i s e s f o r t h e 
e a s t e r n r e g i o n h a v e b e e n inuch h igher . T h e i r s h a r e s in t h e c o r r e s p o n d i n g v a l u e s 
f o r t h e w h o l e c o u n t r y h a v e d o m i n a t e d ( o v e r 7 0 p e r c e n t ) and exh ib i t ed i n c r e a s i n g 
t r e n d s o v e r t i m e . T h e cen t ra l r e g i o n h a s c o n t r i b u t e d t o t h e s e c o n d l a r g e s t s h a r e s 
t o t h e v a l u e o f i n c o m e f r o m T V E and t h e g r o s s o u t p u t v a l u e o f m r a l e n t e r p r i s e s 
f o r C h i n a ( a r o u n d 2 0 p e r c e n t ) and t h e w e s t e r n r e g i o n h a s c o n t r i b u t e d t h e 
smal l e s t shares . T h i s i m b a l a n c e in t h e d e v e l o p m e n t o f rura l e n t e r p r i s e s m a y b e 
exp la ined b y t h e r eg iona l d i f f e r e n c e s in f a c t o r e n d o w m e n t s , l o c a t i o n r e l a t ive t o 
m a r k e t s , a c c e s s t o f o r e i g n i n v e s t m e n t s and t h e level o f h u m a n capi ta l c o u p l e d 
w i t h t h e immobi l i ty o f f a c t o r s and o u t p u t s in rura l Ch ina . G o v e r n m e n t po l i c i e s 
e n c o u r a g i n g t h e d e v e l o p m e n t o f rura l e n t e r p r i s e s in t h e e a s t e r n r e g i o n h a v e 
f u r t h e r w i d e n t h e g a p s . M o r e de ta i l s o f t h e u n e v e n r eg iona l d e v e l o p m e n t o f ru ra l -
indus t r ia l ac t iv i t ies m a y b e f o u n d in t h e nex t sec t ion . 
T h e p r o b l e m o f u n e v e n reg iona l d e v e l o p m e n t in C h i n a h a s d r a w n m u c h 
a t t e n t i o n in r e c e n t yea r s . T h o u g h n a r r o w i n g t h e i n t e r r eg iona l i n c o m e g a p s is a 
m a j o r goa l o f socia l is t Ch ina , off ic ia l d o c u m e n t s and a c a d e m i c r e s e a r c h , e .g . , 
H o w e s and H u s s a i n ( 1 9 9 4 ) , and R o z e l l e ( 1 9 9 4 ) , s u g g e s t t h a t i n c o m e inequa l i ty , 
espec ia l ly in t h e rura l s ec to r , has i nc reased in r e c e n t yea r s . I t s r a m i f i c a t i o n s a r e 一 
n o t sole ly e c o n o m i c ; social and pol i t ical s tabi l i ty a r e a l so at s t ake . W i t h t h e _ 
16 Eastern provinces include Liaoning, Hebei, Shandong, Jiangsu, Zhejiang, Fujian, 
Guangdong and Guangxi. Central provinces include Heilongjiang, Jilin, Nei Monggol, Shanxi, 
Henan, Anhui, Hiibei, Hunan and Jiangxi. Western provinces include Shaanxi, Ningxia, 
Gansii，Sichuan, Giiizhoii, Yunnan, Qinghai, Xinjiang and ZheJiang. 
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w i d e n i n g o f in te r reg ional dispari t ies , l ess -wel l -ofF r eg ions h a v e e x e r t e d m u c h 
p r e s s u r e on the centra l g o v e r n m e n t . It is no w o n d e r tha t t h e N i n t h F i v e - Y e a r 
P lan has e leva ted t h e i ssue o f regional inequal i t ies t o t h e t o p o f t h e na t iona l 
agenda . This re f lec t s t h e i m p o r t a n c e o f and u r g e n c y in t ack l ing t h e issue. T h e 
main p u r p o s e o f this p a p e r is t o ident i fy t he f a c t o r s beh ind increas ing rura l 
i n c o m e inequal i ty , par t icular ly t o inves t iga te the con t r ibu t ion o f reg iona l 
d ispar i t ies o f mraI indus t ry t o rural inequali ty, and p r o v i d e a sys t ema t i c 
analytical f r a m e w o r k f o r pol icy making . In the next sec t ion, a desc r ip t ion o f t h e 
r eg ions included in o u r s tudy, i.e., Shanxi (a centra l p rov ince) , G u a n g d o n g (an 
eas te rn p rov ince ) and G a n s u (a w e s t e r n prov ince) , is p re sen ted . 
2. 3. Description of the Regions Iinclncied in the Stndy 
A s China is a h u g e coun t ry , i n c o m e dis t r ibut ions in d i f fe ren t r eg ions m a y 
no t b e the same. In o r d e r t o h a v e a m o r e c o m p r e h e n s i v e p ic tu re o f rural i n c o m e 
inequal i ty in China , Shanxi (a central p rov ince) , G u a n g d o n g (an eas t e rn 
p rov ince ) and G a n s u (a w e s t e r n p rov ince ) a re chosen . T h e s ignif icant d i f f e rences 
in their d e v e l o p m e n t levels o f rural industr ial act ivi t ies enable u s t o c o m p a r e t h e 
impac t o f rural industr ia l iza t ion on i n c o m e inequal i ty in r eg ions w i th d i f f e ren t 
levels o f e c o n o m i c d e v e l o p m e n t . S tud ies o f C h i n a ' s rural inequal i ty o f t e n f o c u s 
their a t ten t ion on in ter regional i n c o m e g a p s a m o n g the central , eas t e rn and 
w e s t e r n regions . T h e th ree se lected p rov inces thus p r o v i d e an a p p r o p r i a t e se t t ing 
f o r t he analysis o f h o w the uneven regional d e v e l o p m e n t o f m r a l industr ia l 
act ivi t ies a f fec t s overall rural inequali ty. In this sec t ion, a br ief desc r ip t ion o f t h e 
th ree p rov inces is p rov ided . W e mainly f o c u s on the s t ruc tura l c h a n g e s o f t h e 
rural e c o n o m y , especial ly the d e v e l o p m e n t of rural industrial act ivi t ies in t he se 
provinces . 
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2, 3. a. Shami Province 
S h a n x i P r o v i n c e is s i t ua t ed in t h e n o r t h o f in land Ch ina . I n 1 9 9 4 , it h a d a 
t o t a l p o p u l a t i o n o f a r o u n d 3 1 mil l ion w i t h 7 4 p e r c e n t o f t h e p o p u l a t i o n l iv ing in 
ru ra l a r e a s ( S S B 1 9 9 5 f ) . T h e ru ra l e c o n o m y o f S h a n x i is o n e o f C h i n a ' s m o s t 
indus t r i a l i zed r e g i o n s . T h e r e w e r e a l t o g e t h e r 6 4 5 t h o u s a n d ru ra l e n t e r p r i s e s in 
Shanx i in 1 9 9 4 ; s e e T a b l e 5. T h e g r o s s v a l u e o f o u t p u t ( G V O ) o f ru ra l 
e n t e r p r i s e s w a s 103 bil l ion y u a n w i t h 6 4 . 7 p e r c e n t g e n e r a t e d f r o m indus t r i a l 
enterprises (SSB 1995f). As Shanxi has abundant natural resources, especially a 
l a r g e coa l r e s e r v e / ? ru ra l indus t r ia l e n t e r p r i s e s b e l o n g ma in ly t o h e a v y i n d u s t r y 
p r o d u c i n g e n e r g y r e s o u r c e s a n d r a w mate r i a l s ; s e e T a b l e 6 / ^ H e a v y i n d u s t r y 
c o n s t i t u t e d 8 4 . 2 p e r c e n t o f rura l indus t r ia l G V O in 1994 . 
T h e rura l e c o n o m y o f Shanx i h a s e x p e r i e n c e d d y n a m i c c h a n g e s d u r i n g t h e 
p a s t 15 yea r s . In 1978，Shanx i ' s rura l G V O w a s 4 . 9 bi l l ion y u a n ; s e e T a b l e 7. A t 
t h a t t ime , rura l Shanx i re l ied p r e d o m i n a n t l y on t h e ag r i cu l tu ra l s e c t o r as t h e 
l a rges t s h a r e v a l u e d at 5 9 p e r c e n t o f G V O w a s o r i g i n a t e d f r o m ag r i cu l t u r a l 
act ivi t ies . R u r a l indus t r ia l and o t h e r n o n - a g r i c u l t u r a l ac t iv i t ies , i n c l u d i n g 
c o n s t r u c t i o n , t r a n s p o r t a t i o n and c o m m e r c e , only a c c o u n t e d f o r 2 9 p e r c e n t and 
12 p e r c e n t r e spec t i ve ly A f t e r t h e i n t r o d u c t i o n o f t h e ag r i cu l t u r a l r e f o r m s in 
1 9 7 8， S h a n x i ' s ag r i cu l tu ra l p r o d u c t i o n e x p e r i e n c e d rap id g r o w t h . T h e 
agr icu l tu ra l s h a r e in G V O i n c r e a s e d t o 63 p e r c e n t in 1982.^^ T h e n o n -
agr icu i tu ra l s e c t o r g r e w also , b u t at a re la t ively s l o w e r ra te . T h e s i m u l t a n e o u s 
" S e e Goodman (1989). 
18 In Table 6，mral industrial enterprises only include township and village enterprises (TVE) 
but not private and cooperative enterprises. However, as mentioned in Section 2.1, TVE have 
constituted the dominant share ofGVO. 
19 As nominal GVO is uscd, the output growtli for any sector is slightly overestimated. 
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e x p a n s i o n s o f all s e c t o r s r e su l t ed in a s ign i f ican t g r o w t h in ru ra l S h a n x i a f t e r 
1978 . 
S i n c e 1 9 8 4 , t h e f o c u s o f g r o w t h h a s sh i f t ed t o t h e n o n - a g r i c u l t u r a l s e c t o r s , 
e spec ia l ly t h e ru ra l i n d u s t r y . In 1984 , all s e c t o r s e x p a n d e d subs t an t i a l l y w i t h t h e 
rura l i n d u s t r y h a v i n g t h e h i g h e s t g r o w t h r a t e and led t o a d r a m a t i c g r o w t h o f 
S h a n x i ' s ru ra l e c o n o m y . M o r e o v e r , t h e t o t a l n u m b e r o f ru ra l e n t e r p r i s e s 
i n c r e a s e d r ap id ly f r o m 7 0 t h o u s a n d t o 159 t h o u s a n d a n d the i r e m p l o y m e n t 
i n c r e a s e d f r o m 1 mi l l ion t o 1.5 mil l ion b e t w e e n 1983 a n d 1 9 8 4 ; s e e T a b l e 5.^® I n 
t h e f o l l o w i n g y e a r s , t h e rura l indus t r ia l s e c t o r c o n t i n u e d its r ap id g r o w t h a n d i ts 
s h a r e in G V O r o s e f r o m 29 p e r c e n t t o 4 5 p e r c e n t b e t w e e n 1 9 8 4 a n d 1 9 8 9 . O t h e r 
n o n - a g r i c u l t u r a l ac t iv i t i es a l so d e v e l o p e d rap id ly b u t t he i r t o t a l s h a r e in G V O 
on ly c h a n g e d ins ign i f ican t ly . T h e to ta l n u m b e r o f rura l e n t e r p r i s e s a n d the i r 
e m p l o y m e n t i n c r e a s e d t o 3 9 6 t h o u s a n d and t o 2 . 4 mil l ion r e s p e c t i v e l y in 1 9 8 9 . 
D u e t o t h e d e f l a t i o n a r y po l icy at t h e end o f l 9 8 0 ' s , t h e g r o w t h o f t h e ru ra l 
i n d u s t r y s l o w e d d o w n . H o w e v e r , s ince t h e i m p l e m e n t a t i o n o f t h e po l i c i e s 
benef ic ia l t o rura l e n t e r p r i s e s in t h e la te 1 9 9 1 ? rura l n o n - a g r i c u l t u r a l ac t iv i t i es 
h a v e g r o w n at e v e r h i g h e r r a t e s ; s ee T a b l e 7. T h e to t a l n u m b e r o f ru ra l 
e n t e r p r i s e s i n c r e a s e d subs tan t i a l ly f r o m 4 3 5 t h o u s a n d t o 6 4 5 t h o u s a n d a n d the i r 
e m p l o y m e n t w e n t u p f r o m 2 .5 mil l ion t o 3 .7 mil l ion b e t w e e n 1 9 9 1 a n d 1 9 9 4 . 
C o u p l e d w i t h a s t e a d y r ise in agr icu l tu ra l o u t p u t , t h e e x p a n s i o n o f n o n -
agr icu l tu ra l ac t iv i t i es r e su l t ed in a eve r f a s t e r g r o w t h in rura l Shanx i . T h e ru ra l 
G V O tr ip led f r o m 3 4 bill ion y u a n in 1991 to 111 bil l ion y u a n in 1 9 9 4 . F r o m 
T a b l e 7, t h e l a r g e s t s h a r e in G V O w a s g e n e r a t e d f r o m rura l indus t r ia l ac t iv i t ies . 
20 The rise is slightly overstated as some previously existing ^indergroiind' private enterprises 
became legal in 1984, see Section 2.1. 
21 See Section2.l . 
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T h e indus t r ia l s h a r e in rura l G V O w a s 5 9 p e r c e n t w h i c h w a s l a r g e r t h a n t h e 
p rov inc i a l a v e r a g e v a l u e d at 5 8 . 4 p e r c e n t ( S S B 1995j ) . In 1994，whi le t h e ru ra l 
p e r c a p i t a G V O f o r Shanx i w a s 4 9 2 4 y u a n r a n k i n g t h e e l e v e n t h a m o n g 
p r o v i n c e s , t h e rura l p e r c a p i t a indus t r ia l G V O a t t a i n e d 2 9 2 8 y u a n r a n k i n g t h e 
e i g h t h in Ch ina ; s e e T a b l e 8. All t h e s e f i g u r e s revea l t h a t S h a n x i ' s ru ra l e c o n o m y 
h a s a l r e a d y b e e n o n e o f C h i n a ' s m o s t indus t r i a l i zed r e g i o n s a n d re l ied p r imar i l y 
o n t h e indus t r ia l s e c t o r r a t h e r t h a n a g r i c u l t u r e as b e f o r e t h e m i d 1 9 8 0 ' s . T h e 
d y n a m i c c h a n g e s o f rura l Shanx i d u r i n g t h e p a s t 15 y e a r s t h u s p r o v i d e an 
i n t e r e s t i ng and d e s i r a b l e t e s t i n g g r o u n d f o r t h e s t u d y o f t h e r e l a t i o n s h i p b e t w e e n 
ru ra l i ndus t r i a l i za t ion and i n c r e a s i n g i n c o m e inequal i ty . 
2. 3. b. Guaingdong Provmce 
G u a n g d o n g P r o v i n c e is l o c a t e d in t h e s o u t h e a s t c o a s t o f Ch ina , w i t h i ts 
cap i ta l , G u a n g z h o u , ly ing at t h e n o r t h o f t h e Pea r l R i v e r D e l t a . D u e t o i ts 
de s i r ab l e g e o g r a p h i c a l l oca t i on , G u a n g d o n g has b e e n a p r e c u r s o r o f e c o n o m i c 
r e f o r m s . T h e s ize o f t h e indus t r ia l s ec to r , p rov inc ia l g r o s s o u t p u t , v o l u m e o f 
t r a d e and inf lux o f f o r e i g n capi ta l in G u a n g d o n g h a v e g r o w n subs tan t i a l ly a n d 
, 22 
c o n s t i t u t e d l a rge c o m p o n e n t s o f na t iona l a m o u n t s d u r i n g t h e p a s t d e c a d e . I n 
1994 , t h e r e w e r e a l t o g e t h e r 1 .46 bill ion rura l e n t e r p r i s e s in G u a n g d o n g ; s e e 
T a b l e 5. T h e G V O o f r u r a l indust r ia l e n t e r p r i s e s w a s 138 bi l l ion y u a n w i t h l ight 
i ndus t ry , i nc lud ing main ly m a n u f a c t u r i n g indus t r i e s and t ex t i l e s a n d c lo th ing , 
m a k i n g u p t h e l a rges t share ; see T a b l e 6. In add i t ion , G u a n g d o n g ' s ru ra l 
e n t e r p r i s e s a re c h a r a c t e r i z e d by highly d e p e n d e n c e o n f o r e i g n i n v e s t m e n t a n d 
e x p o r t , 
22 For more details, see Yeiing and Chii (1994). 
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T h e rural e c o n o m y o f G u a n g d o n g has u n d e r g o n e rap id c h a n g e s d u r i n g t h e 
pas t 15 years . In 1978, G u a n g d o n g ' s rural G V O w a s 13 billion yuan ; see T a b l e 
7. At tha t t ime, rural G u a n g d o n g relied pr imari ly on t h e agr icu l tura l s e c t o r w h i c h 
cons t i t u t ed t he d o m i n a n t sha re a m o u n t i n g to 68 p e r c e n t o f G V O . R u r a l 
industr ia l and o t h e r non-agr i cu l tu ra l act ivi t ies only a c c o u n t e d f o r 2 1 p e r c e n t and 
11 p e r c e n t respec t ive ly . B e f o r e t he mid 1980 ' s , all rural s e c t o r s g r e w s teadi ly 
w i th non-agr icu l tu ra l act ivi t ies hav ing h igher rates . 
S ince t he i n t roduc t i on o f t h e rural industrial r e f o r m s in 1984, t h e rura l 
indus t ry in G u a n g d o n g g r e w at an acce le ra ted rate. T h e industr ia l sha re in G V O 
increased f r o m 2 2 p e r c e n t t o 33 pe rcen t dur ing 1984 t o 1988; see T a b l e 7. O t h e r 
non-agr icu l tu ra l act ivi t ies also d e v e l o p e d rapidly wi th a slight inc rease in the i r 
to ta l share in G V O . T h e to ta l nu inbe r o f rural en te rp r i ses r o s e s ignif icant ly f r o m 
0 .7 million to 1.2 million and their e m p l o y m e n t increased f r o m 4 .0 mill ion t o 6 .5 
million b e t w e e n 1985 and 1988. T h e s e led to a d r a m a t i c g r o w t h in rura l 
G u a n g d o n g dur ing 1984 to 1988. 
T h e g r o w t h in rural G u a n g d o n g s lowed d o w n in 1988. A f t e r 1991, t h e 
rural indus t ry and o t h e r non-agr icu l tu ra l sec to r s g r e w substant ia l ly; see T a b l e 7. 
T h e total n u m b e r o f rural en te rp r i ses increased rapidly f o r m 1.24 billion t o 1.46 
billion and their e m p l o y m e n t w e n t u p f r o m 7 .08 billion t o 10 .17 billion b e t w e e n 
1991 and 1994. As a resul t , rural G u a n g d o n g exhibi ted a eve r f a s t e r g r o w t h and 
t h e rural G V O tr ipled f r o m 155 billion yuan in 1991 t o 4 7 1 billion yuan in 1994. 
Rura l industrial act ivi t ies a c c o u n t e d fo r the largest share va lued at 58 p e r c e n t o f 
G V O . In 1994, t he rural pe r capi ta G V O and the rural pe r cap i ta industr ial G V O 
fo r G u a n g d o n g reached 8 3 9 5 yuan and 4 8 7 9 yuan respect ively . B o t h va lues 
r anked the f i f th a m o n g p rov inces as s h o w n in Tab le 8. T h e a b o v e f igu res ref lec t 
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t h a t rura l G u a n g d o n g h a s a l r e a d y b e e n o n e o f C h i n a ' s m o s t d e v e l o p e d a n d 
indus t r i a l i zed r e g i o n s and rel ied m u c h on t h e indus t r ia l s e c t o r . 
2. 3. c. Gansu Province 
G a n s u P r o v i n c e is s i t ua t ed in t h e n o r t h w e s t o f Ch ina . In 1994， i t h a d a 
t o t a l p o p u l a t i o n o f a b o u t 2 3 . 5 mil l ion w i t h 82 p e r c e n t o f t h e p o p u l a t i o n l iv ing in 
m r a l a r e a s ( S S B 1 9 9 5 a ) . G a n s u ' s m r a l e c o n o m y h a s b e e n o n e o f C h i n a ' s m o s t 
b a c k w a r d r e g i o n s and h a s a re la t ive ly l o w level o f indus t r ia l d e v e l o p m e n t . I n 
1994 , t h e r e w e r e a l t o g e t h e r 3 1 1 t h o u s a n d rura l e n t e r p r i s e s in G a n s u ; s e e T a b l e 
5. A s G a n s u h a s a b u n d a n t mine ra l r e s o u r c e s , rura l indus t r ia l e n t e r p r i s e s b e l o n g 
ma in ly t o h e a v y i n d u s t r y p r o d u c i n g r a w ma te r i a l b a s e d m a n u f a c t u r e s ; s e e T a b l e 
6. H e a v y i n d u s t r y m a d e u p 6 2 . 8 p e r c e n t o f rura l indus t r ia l G V O in 1 9 9 4 . 
T h e rura l e c o n o m y o f G a n s u h a s u n d e r g o n e re la t ive ly s l o w c h a n g e s d u r i n g 
t h e p a s t 15 yea r s , e spec ia l ly at t h e b e g i n n i n g o f 1 9 8 0 ' s . In 1980， the ru ra l G V O 
w a s on ly 3 . 2 bi l l ion y u a n ; s e e T a b l e 7. R u r a l G a n s u d e p e n d e d p r imar i l y o n t h e 
ag r i cu l tu ra l s e c t o r as 85 p e r c e n t o f G V O w a s g e n e r a t e d f r o m ag r i cu l t u r a l 
ac t iv i t ies . T h e ru ra l indus t r ia l and o t h e r n o n - a g r i c u l t u r a l s e c t o r s on ly a c c o u n t e d 
f o r 9 p e r c e n t and 6 p e r c e n t r e spec t ive ly . A f t e r t h e i n t r o d u c t i o n o f ag r i cu l t u r a l 
r e f o r m s , G a n s u ' s ag r icu l tu ra l p r o d u c t i o n g r e w insignificantly.^^ T h e indus t r i a l 
s e c t o r a l so d e v e l o p e d s lowly even w i t h n e g a t i v e g r o w t h r a t e s in 1 9 8 1 a n d 1 9 8 3 ; 
s e e T a b l e 7. W h e r e a s , o t h e r n o n - a g r i c u l t u r a l s ec to r s , i nc lud ing t h e c o m m e r c i a l 
s e c t o r , g r e w re la t ive ly f a s t w i t h the i r to ta l s h a r e in G V O i n c r e a s e d f r o m 6 
p e r c e n t t o 17 p e r c e n t b e t w e e n 1980 and 1985 . 
23 For example, the annual growth rates for agricultural GVO were only 2 percent in both 1981 
and 1984; see Table 7. 
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Since t h e i n t r o d u c t i o n o f t he industr ial r e f o r m s in 1984 , rura l G a n s u 
d e v e l o p e d slightly f a s t e r than b e f o r e . In par t icular , t h e rura l i ndus t ry e x p a n d e d 
relat ively f a s t e r and its sha re in G V O increased f r o m 11 p e r c e n t t o 2 1 p e r c e n t 
b e t w e e n 1985 and 1989. O t h e r non-agr icu l tu ra l act ivi t ies also d e v e l o p e d rap id ly 
w i th a small r ise in the i r to ta l sha re in G V O . T h e to ta l n u m b e r o f rura l 
en te rp r i se s inc reased substant ia l ly f r o m 84 .6 t h o u s a n d t o 2 0 2 . 2 t h o u s a n d and 
the i r e m p l o y m e n t w e n t u p f r o m 0 .7 million to 1.3 million b e t w e e n 1985 and 
1989; see T a b l e 5. 
T h e g r o w t h o f rural G a n s u s lowed d o w n in 1989 o w i n g t o t h e 
c o n t r a c t i o n a r y pol icies . S ince 1991, the non-agr icu l tu ra l s ec to r o f G a n s u h a s 
d e v e l o p e d rapidly; see T a b l e 7. T h e to ta l n u m b e r o f rural en te rp r i se s i nc rea sed 
f r o m 2 2 1 t h o u s a n d t o 3 1 1 t h o u s a n d and their e m p l o y m e n t e x p a n d e d f r o m 1.3 
million to 1.9 million b e t w e e n 1991 and 1994; see T a b l e 5. T o g e t h e r w i t h a 
s t eady rise in agr icul tura l o u t p u t , t he expans ion o f non-agr icu l tu ra l act ivi t ies 
resu l ted in a rapid g r o w t h in rural Gansu . T h e rural G V O increased s ignif icant ly 
f r o m 18.5 billion yuan in 1991 to 4 6 . 7 billion yuan in 1994. 
D e s p i t e t h e rapid g r o w t h o f non-agr icu l tu ra l activit ies, t he agr icu l tu ra l 
s ec to r still a c c o u n t e d f o r the larges t share, a m o u n t i n g t o 4 8 p e r c e n t o f G V O in 
1994. T h e industr ial sha re in G V O w a s only 30 percen t , w h i c h w a s m u c h l o w e r 
than the provincial a v e r a g e va lued at 58 percen t ( S S B 1995j) . In addi t ion , t h e 
rural pe r cap i ta G V O f o r Gansu w a s 2 4 2 1 yuan rank ing the l o w e s t f i f th a m o n g 
p rov inces as i l lustrated in T a b l e 8. Bes ides , the rural pe r cap i ta industr ia l G V O 
w a s only 721 yuan r ank ing the lowes t seventh in t he w h o l e coun t ry . T h e s e 
ref lect that rural G a n s u has been o n e of C h i n a ' s m o s t b a c k w a r d r eg ions and still 
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relied pr imari ly on t h e agr icul tura l sec to r . T h e rural industr ia l s e c t o r has b e c o m e 
m o r e i m p o r t a n t only in recen t years . 
T h e main d i f f e r ences in t he d e v e l o p m e n t o f rural industr ia l ac t iv i t ies 
b e t w e e n Shanxi , G u a n g d o n g and G a n s u a re s u m m a r i z e d in T a b l e 9. T h e c h o i c e 
o f t h e t h r e e p r o v i n c e s p r o v i d e s an a p p r o p r i a t e se t t ing f o r c o m p a r i n g t h e i m p a c t 
o f rural indust r ia l iza t ion on rural inequal i ty in reg ions wi th d i f f e ren t levels o f 
e c o n o m i c d e v e l o p m e n t . F u r t h e r m o r e , t he f indings m a y shed light on t h e ro l e o f 
u n e v e n geog raph i ca l d e v e l o p m e n t o f the rural indus t ry in inc reas ing rura l 
inequal i ty . 
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3. Rural Income Inequality in China after 1978: A BriefLiterature Review 
T h e l i t e r a t u r e o n ru ra l i n c o m e inequa l i ty in C h i n a a f t e r 1 9 7 8 h a s b e e n 
e x p a n d i n g q u i c k l y in r e c e n t y e a r s . H o w e v e r , t h e r e is n o c o n s e n s u s o n t h e 
inequa l i ty t r e n d in t h e p o s t - r e f o r m p e r i o d , espec ia l ly t h e p e r i o d i m m e d i a t e l y a f t e r 
t h e i m p l e m e n t a t i o n o f t h e ag r i cu l tu ra l r e f o r m s in 1 9 7 8 . U s i n g ru ra l p e r c a p i t a 
i n c o m e at t h e p rov inc i a l level , A d e l m a n and S u n d i n g ( 1 9 8 7 ) c o n c l u d e t h a t r u r a l 
i n c o m e inequa l i ty i n c r e a s e d d u r i n g 1 9 7 8 t o 1983 . D r a w i n g o n d a t a f r o m a 
h o u s e h o l d s u r v e y o f D a h e T o w n s h i p in H e b e i P r o v i n c e , P u t t e r m a n ( 1 9 9 3 ) 
c o n f i r m s t h e u p w a r d ru ra l inequa l i ty t r e n d . In c o n t r a s t , b a s e d o n a h o u s e h o l d 
s u r v e y o f t h r e e c o u n t i e s in H e n a n P r o v i n c e , Z h u ( 1 9 9 1 ) s h o w s t h a t t h e 
ag r i cu l tu ra l r e f o r m s ac tua l ly e q u a l i z e d t h e i n c o m e d i s t r ibu t ion . L i n e t al. ( 1 9 9 5 ) 
a l so r e a c h t h e s a m e c o n c l u s i o n b a s e d on rura l p e r c a p i t a i n c o m e a t t h e p rov inc i a l 
level . B e s i d e s , s o m e a u t h o r s p r o v i d e ' m i x e d ' resu l t s , e .g . , Gr i f f in a n d G r i f f i n 
( 1 9 8 4 ) and R o z e l l e ( 1 9 9 4 ) . In s u m , w h e t h e r rura l i n c o m e inequa l i t y in C h i n a 
i n c r e a s e d , d e c r e a s e d o r r e m a i n e d s t ab le in t h e f i rs t ha l f o f t h e 1 9 8 0 ' s s e e m s 
inconc lus ive . In f a c t , a n y c o n c l u s i o n is q u i t e sens i t ive t o w h a t r e g i o n s a r e c h o s e n 
t o s t u d y and t h e a g g r e g a t i o n levels o f d a t a u s e d . 
O n t h e o t h e r h a n d , m o s t a u t h o r s a g r e e tha t rura l i n c o m e inequa l i t y in 
C h i n a h a s i n c r e a s e d a f t e r t h e mid 1 9 8 0 ' s . F o r e x a m p l e , u s i n g ru ra l n e t o u t p u t p e r 
‘ c ap i t a in 1980 pr ices , H o w e s and H u s s a i n ( 1 9 9 4 ) i l lus t ra te t ha t rura l i nequa l i t y in 
C h i n a inc reased c o n t i n u o u s l y d u r i n g 1985 to 1991 . E m p l o y i n g ru ra l i n c o m e p e r 
cap i t a at t h e p rov inc ia l level , L in et al. ( 1 9 9 5 ) a lso d r a w t h e s a m e c o n c l u s i o n . In 
addi t ion，based o n p e r c a p i t a g r o s s v a l u e o f indust r ia l and ag r i cu l tu ra l o u t p u t a t 
d i f f e r en t a g g r e g a t i o n levels in J i angsu , R o z e l l e ( 1 9 9 4 ) f i n d s t h a t w h i l e ru ra l 
inequa l i ty a m o n g c o u n t i e s m o v e d u p w a r d s igni f icant ly d u r i n g 1 9 8 4 t o 1989 , 
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d i spa r i t i e s a m o n g seve ra l t o w n s h i p s and v i l l ages r e m a i n e d u n c h a n g e d d u r i n g 
1 9 8 3 t o 1988 . 
B a s e d o n a h o u s e h o l d su rvey , K h a n et al. ( 1 9 9 3 ) c o m p a r e i nequa l i t y 
m e a s u r e d b y Gini r a t i o in C h i n a w i t h o t h e r d e v e l o p i n g c o u n t r i e s in As ia . 
A l t h o u g h it is d i f f i cu l t t o i n t e r p r e t s u c h c o m p a r i s o n as t h e m e t h o d s a n d c o n c e p t s 
u n d e r l y i n g t h e m e a s u r e m e n t s o f i nequa l i t y va r i ed q u i t e a bi t f r o m o n e c o u n t r y t o 
a n o t h e r , t h e f o l l o w i n g c o n c l u s i o n s a r e d r a w n by K h a n et al.: ru ra l i n e q u a l i t y level 
in C h i n a (Gini R a t i o = 0 . 3 3 8 in 1 9 8 8 ) is l o w e r t h a n t h a t in s o u t h e a s t A s i a l ike 
T h a i l a n d ( 0 . 3 9 0 in 1 9 7 6 ) Ph i l i pp ines ( 0 . 3 7 0 in 1 9 8 5 ) and I n d o n e s i a ( 0 . 4 0 0 in 
1 9 7 6 ) . T h e i n c o m e d i s t r i bu t i on in rura l C h i n a is a b o u t as u n e q u a l as t h a t in ru ra l 
I n d i a ( 0 . 3 4 0 in 1976).^^ H o w e v e r , ru ra l C h i n a is less ega l i t a r i an t h a n ru r a l S o u t h 
K o r e a ( 0 . 3 2 5 in 1 9 7 1 ) and rura l T a i w a n ( 0 . 2 8 5 in 1978) . 
A f e w r e c e n t s t u d i e s h a v e a t t e m p t e d t o d e c o m p o s e inequa l i t y in to t h e 
c o n t r i b u t i o n s o f d i f f e r e n t i n c o m e s o u r c e s and t o expl ic i t ly i n v e s t i g a t e t h e 
r e l a t i onsh ip b e t w e e n t h e s t r u c t u r e o f rura l i n c o m e and rura l i n c o m e inequa l i t y in 
Ch ina , i .e., H l . ^^ N o t w i t h s t a n d i n g t h e d i f f e r en t r e g i o n s and d a t a e m p l o y e d in 
p r e v i o u s s tud ies , m o s t o f t h e m s h o w tha t i n c o m e s g e n e r a t e d f r o m ru ra l n o n -
agr i cu l tu ra l ac t iv i t ies , e spec ia l ly t h e rura l indus t ry , a r e t h e m a i n s o u r c e s o f ru ra l 
inequa l i ty in Ch ina . D r a w i n g on d a t a f r o m a s a m p l e h o u s e h o l d s u r v e y , H u s s a i n 
et al. ( 1 9 9 4 ) i l lus t ra te t h a t n o n - a g r i c u l t u r a l i n c o m e s a c c o u n t e d f o r o v e r ha l f o f 
rura l inequa l i t i es in 6 o f the i r 10 s a m p l e p r o v i n c e s in 1986.^^ B a s e d o n a 
h o u s e h o l d s u r v e y in 1988 , Z h u ( 1 9 9 2 ) c o n c l u d e s t h a t i n c o m e s g e n e r a t e d f r o m 
n o n f a r m act iv i t ies a l t o g e t h e r m a d e u p 54 p e r c e n t o f overa l l ru ra l inequa l i ty . 
24 The Gini ratio in niral India may be relatively iindercslimatcd; see Khan et al. (1993). 
25 The details ofineqiiality decomposition will be discussed in the next chapter. 
26 The 6 provinces include Shanxi, Jiangsii, Hcnan, Guangdong, Sichuan and Beijing. The 
other 4 provinces are Hcilongjiang, Gansii, Anhiii and Hubei. 
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U s i n g rural ne t o u t p u t p e r cap i t a in 1980 pr ices , H o w e s and H u s s a i n ( 1 9 9 4 ) 
s h o w tha t non-ag r i cu l tu ra l o u t p u t w a s respons ib le f o r 51 p e r c e n t o f rura l 
inequal i ty in China . T h e re la t ive con t r ibu t ion o f non -ag r i cu l t u r a l o u t p u t 
inc reased o v e r t i m e and a t ta ined 6 9 p e r c e n t in 1991. E m p l o y i n g p e r cap i t a g r o s s 
va lue o f industr ia l and agr icul tura l o u t p u t f o r J iangsu , R o z e l l e ( 1 9 9 4 ) f u r t h e r 
c o n f i r m s tha t rural industr ia l act ivi t ies h a v e b e c o m e t h e d o m i n a n t and inc reas ing 
share o f overal l rural inequal i ty . In addi t ion , us ing h o u s e h o l d su rvey d a t a f r o m a 
c o u n t y in centra l G u a n g d o n g in 1989, H a r e ( 1 9 9 4 ) d e m o n s t r a t e s t h a t n o n -
agr icul tura l i n c o m e w a s less equal ly d is t r ibuted t han agr icul tura l i n c o m e and 
cons t i t u t ed 58 p e r c e n t o f rural i n c o m e inequal i ty . A m o n g d i f fe ren t n o n -
agr icul tura l i ncomes , t h e d is t r ibut ion o f w a g e i n c o m e w a s m o r e equa l t h a n 
i n c o m e f r o m non-ag r i cu l tu ra l s e l f - employmen t . 
H u s s a i n et al. ( 1 9 9 4 ) and Tsu i ( 1 9 9 3 ) have respec t ive ly e s t ima ted t h e 
con t r ibu t ions o f b e t w e e n - and w i th in -p rov ince i n c o m e dispar i t ies t o overal l rura l 
i n c o m e inequal i ty in China . B a s e d on a househo ld su rvey in 1986 , H u s s a i n et al. 
( 1 9 9 4 ) s h o w tha t t h e w i th in -p rov ince i n c o m e dispar i ty con t r i bu t ed o v e r 80 
p e r c e n t t o overal l rura l inequal i ty , wh ich largely d o m i n a t e d t h e b e t w e e n -
p r o v i n c e i n c o m e dispar i ty . This conc lus ion f inds qual i f ied s u p p o r t in Tsu i 
(1993) . This s tudy, h o w e v e r , based on per capi ta rural g r o s s va lue o f industr ia l 
and agr icul tural o u t p u t , i l lustrates that w i th in -p rov ince i n c o m e dispar i ty 
a c c o u n t e d fo r 74 p e r c e n t o f overall rural inequality. 
T o conc lude , whi l e t he r e is no consensus on t h e t r end o f rural i n c o m e 
inequal i ty in Ch ina in t h e first half o f the 1980 ' s , m o s t a u t h o r s a g r e e tha t rural 
inequali ty has inc reased substant ial ly in the second half o f t h e 1 9 8 0 ' s . A s 
c o m p a r e d wi th o t h e r deve lop ing count r i es in Asia, rural inequal i ty level in Ch ina 
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is r e la t ive ly l o w . R e c e n t s t u d i e s f ind t ha t i n c o m e s g e n e r a t e d f r o m ru ra l n o n -
ag r i cu l t u r a l ac t iv i t i e s a r e t h e ma in s o u r c e s o f rura l i nequa l i t y in C h i n a . I n 
a d d i t i o n , ove ra l l i n c o m e inequa l i ty in C h i n a is ma in ly a t t r i b u t e d t o w i t h i n -
p r o v i n c e d i spa r i t y r a t h e r t h a n b e t w e e n - p r o v i n c e d i spar i ty . 
A m o n g all t h e p r e v i o u s s tud ies , on ly H o w e s and H u s s a i n ( 1 9 9 4 ) a n d 
R o z e l l e ( 1 9 9 4 ) h a v e a t t e m p t e d t o d e c o m p o s e inequa l i ty in to d i f f e r e n t f a c t o r 
c o n t r i b u t i o n s in o r d e r t o a s s e s s t h e c o r r e l a t i o n b e t w e e n t h e ru ra l r e f o r m s o r t h e 
s t r u c t u r a l c h a n g e s o f t h e rura l e c o n o m y and t h e c h a n g i n g p a t t e r n s o f ru ra l 
i nequa l i t y in C h i n a ? ? H o w e v e r， b o t h s tud i e s a re s u b j e c t t o s o m e w e a k n e s s e s . 
R o z e l l e ( 1 9 9 4 ) u s e s p e r c a p i t a g r o s s v a l u e o f i n d u s t r i a l and ag r i cu l t u r a l o u t p u t as 
a p r o x y f o r i n c o m e . In a d d i t i o n t o o t h e r s h o r t c o m i n g s o f u s i n g th i s p r o x y , o t h e r 
n o n - a g r i c u l t u r a l o u t p u t s l ike c o n s t r u c t i o n , t r a n s p o r t a t i o n a n d c o m m e r c e a r e 
o m i t t e d in his study.^^ A l s o , on ly t h e c o n t r i b u t i o n s o f ag r i cu l tu ra l a n d indus t r i a l 
ac t iv i t i es t o rura l i nequa l i t y can b e e s t i m a t e d , b u t n o t t h e o t h e r n o n - a g r i c u l t u r a l 
ac t iv i t ies . A l t h o u g h H o w e s a n d H u s s a i n ( 1 9 9 4 ) u s e m r a l n e t o u t p u t p e r c a p i t a 
c a p t u r i n g all k i n d s o f e c o n o m i c ac t iv i t ies as a p r o x y f o r to t a l i n c o m e , t h e t o t a l 
i n c o m e can on ly b e d e c o m p o s e d in to ag r i cu l tu ra l a n d n o n - a g r i c u l t u r a l 
c o m p o n e n t s . T h e r e f o r e , t h e c o n t r i b u t i o n s o f d i f f e r en t n o n - a g r i c u l t u r a l s e c t o r s t o 
rura l inequa l i ty a r e u n k n o w n . B e s i d e s , b o t h s tud i e s on ly c o v e r t h e p e r i o d f r o m 
t h e mid t o t h e l a te 1 9 8 0 ' s . T h u s t h e i m p a c t o f t h e ag r i cu l tu ra l r e f o r m s a f t e r 1 9 7 8 
o n m r a l inequa l i ty , t h e c h a n g e s in inequal i ty at t h e b e g i n n i n g o f t h e ru ra l 
indus t r ia l r e f o r m s in 1984 and t h e p a t t e r n o f inequa l i ty in t h e 1 9 9 0 ' s c a n n o t b e 
i nves t i ga t ed . 
27 Other studies decomposing inequality into factor contributions are confined only to a specific 
year; e.g., Hare (1994), Hussain et al. (1994) and Zlui (1992). Therefore, it is unable to 
investigate the relationship between the stnictiiral changes of the niral economy and the 
changing patterns of niraI inequality. 
28 The details of other shortcomings, such as lbe double counting problem, of using per capita 
gross value ofindustrial and agriciillural oulput will be disciisscd in the next chapter. 
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In th is p a p e r , a c o m p l e t e set o f coun ty - l eve l d a t a f o r Shanx i f r o m 1 9 7 8 t o 
1 9 9 4 is u s e d t o a s s e s s t h e i m p a c t o f t h e agr icu l tu ra l a n d indus t r ia l r e f o r m s o n 
rura l inequal i ty . T o t a l i n c o m e is d e c o m p o s e d in to five c o m p o n e n t s : a g r i c u l t u r e , 
rura l indus t ry , c o n s t r u c t i o n , t r a n s p o r t a t i o n and c o m m e r c e . T h e c o n t r i b u t i o n s o f 
all d i f f e r en t e c o n o m i c ac t iv i t ies t o overa l l rural inequa l i ty and the i r c h a n g e s c a n 
t h u s b e o b t a i n e d . R u r a l inequa l i t i es in G u a n g d o n g and G a n s u a r e a l so 
inves t iga t ed u s i n g c o u n t y - l e v e l d a t a a f t e r 1984 . Th i s enab l e s u s t o c o m p a r e t h e 
i m p a c t o f r u r a l indus t r i a l i za t ion on inequa l i ty in d i f f e r en t p r o v i n c e s . 
A f e w s t u d i e s h a v e a t t r i bu t ed t h e inc reas ing rura l i n c o m e inequa l i ty t o 
inc reas ing u n e v e n r eg iona l d e v e l o p m e n t o f rural indus t r ia l act ivi t ies， i .e . , H 2 . 
Z h u ( 1 9 9 2 ) s u g g e s t s t h a t t h e l a rge c o n t r i b u t i o n o f n o n f a r m act iv i t ies t o overa l l 
rura l inequal i ty m a y b e exp la ined by t h e u n e v e n g e o g r a p h i c a l d i s t r ibu t ion o f 
n o n f a r m act ivi t ies . H o w e v e r , t h e a r g u m e n t has n o t b e e n ver i f i ed by any r i g o r o u s 
empir ica l ev idence . U s i n g p e r c ap i t a g r o s s v a l u e o f indus t r ia l a n d ag r i cu l tu ra l 
o u t p u t f o r J i angsu , R o z e l l e ( 1 9 9 4 ) inves t iga tes t h e re la t ive c o n t r i b u t i o n s o f r u r a l 
i ndus t ry t o overa l l rura l inequa l i ty at d i f f e ren t a g g r e g a t i o n levels. H e c o n c l u d e s 
t h a t t h e rural i n d u s t r y h a s a c c o u n t e d f o r an a v e r a g e o f 7 5 p e r c e n t o f in te rv i l l age 
inequal i ty and m o r e t h a n 80 p e r c e n t o f i n t e r t o w n s h i p inequa l i ty s ince 1987 . 
F u r t h e r m o r e , t h e re la t ive con t r i bu t i on o f m r a l indus t ry t o i n t e r c o u n t y inequa l i ty 
inc reased f r o m 84 p e r c e n t in 1984 t o m o r e than 95 p e r c e n t in 1 9 8 8 and 1989 . 
T h e ana lyses c o n d u c t e d by Roze l l e , h o w e v e r , c a n n o t p r o v i d e a c o h e r e n t 
f r a m e w o r k t o e s t i m a t e h o w the d ispar i t ies o f m r a l indust r ia l ac t iv i t ies at d i f f e r en t 
a g g r e g a t i o n levels c o n t r i b u t e t o overal l rural inequal i ty . 
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O n e d i s t i n g u i s h i n g f e a t u r e in th i s p a p e r is t h e a d o p t i o n o f a n e w i n e q u a l i t y 
d e c o m p o s i t i o n m e t h o d p r o p o s e d b y T s u i ( 1 9 9 6 ) , b r e a k i n g d o w n t h e f a c t o r 
c o n t r i b u t i o n s t o ‘ ove ra l l i nequa l i t y in to the i r b e t w e e n - a n d w i t h i n - r e g i o n 
c o n t r i b u t i o n s , t o t e s t H2.^^ T h e c o u n t y - l e v e l d a t a f o r S h a n x i，G u a n g d o n g a n d 
G a n s u a r e p o o l e d t o g e t h e r t o e x a m i n e t h e b e t w e e n - a n d w i t h i n - p r o v i n c e 
c o n t r i b u t i o n s o f d i f f e r e n t i n c o m e s o u r c e s t o overa l l ru ra l i n e q u a l i t y a n d t h e i r 
t r e n d s . F u r t h e r m o r e , a c o m p l e t e se t o f t o w n s h i p and v i l l age level d a t a f o r S h a n x i 
in 1 9 8 0 , 1 9 8 5 , 1 9 9 0 and 1991 is e m p l o y e d t o e s t i m a t e t h e b e t w e e n - a n d w i t h i n -
c o u n t y f a c t o r c o n t r i b u t i o n s t o t o t a l rura l i nequa l i t y and the i r t r e n d s in S h a n x i 
d u r i n g t h e p o s t - r e f o r m p e r i o d . T h e a b o v e ana ly se s p r o v i d e i n f o r m a t i o n o n h o w 
t h e d i spa r i t i e s o f ru ra l indus t r i a l d e v e l o p m e n t w i t h r e s p e c t t o d i f f e r e n t spa t ia l 
u n i t s a f f e c t t o t a l ru ra l inequa l i ty . I t t h u s f u r n i s h e s a c o h e r e n t f r a m e w o r k f o r 
e v a l u a t i n g t h e e f f e c t i v e n e s s o f r e g i o n - b a s e d po l i c i e s f o r r e d u c i n g overa l l r u r a l 
inequa l i ty . 
L a s t b u t n o t l eas t , a c o m m o n w e a k n e s s o f all s t u d i e s o f i n e q u a l i t y in C h i n a 
is t h e inabil i ty t o t e s t w h e t h e r t h e o b s e r v e d c h a n g e s in i nequa l i t y a n d i ts 
d e c o m p o s e d c o m p o n e n t s a r e s ta t i s t ica l ly s ign i f ican t . ' ^ In th i s p a p e r , a r i g o r o u s 
s ta t i s t ica l i n f e r e n c e p r o c e d u r e is d e v e l o p e d to t a k e i n to c o n s i d e r a t i o n t h e d a t a 
p r o b l e m a n d t o t e s t t h e c h a n g e s in to ta l inequa l i ty as we l l as t h e c o n t r i b u t i o n s o f 
d i f f e r e n t i n c o m e s o u r c e s t o inequa l i ty . 
29 The details will be discussed in the next chapter. 
30 Rozelle (1994) uses an infercnce procedure to test only the differences between two Lorenz 
curves but not able to test the changes in the decomposed ftictor contributions to inequality. 
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4. The Methodology and Data 
Thi s c h a p t e r p r e s e n t s t h e m e t h o d o l o g y u sed f o r o u r s tudy . T o m e a s u r e 
rura l i n c o m e inequa l i ty in China , t he class o f genera l i zed e n t r o p y m e a s u r e s is 
a d o p t e d ; see, e .g . , S h o r r o c k s ( 1 9 8 0 , 1984) . T h e inequal i ty i ndex is t h e n 
d e c o m p o s e d t o a s se s s t h e con t r i bu t i ons o f d i f fe ren t i n c o m e s o u r c e s t o overa l l 
inequal i ty in a c c o r d a n c e wi th S h o r r o c k s ' d e c o m p o s i t i o n ru le ( S h o r r o c k s 1982) . 
In o r d e r to inves t iga t e t h e impac t o f u n e v e n reg iona l d e v e l o p m e n t o f rura l 
indus t ry on overa l l rura l inequal i ty in China , this p a p e r e x t e n d s S h o r r o c k s ' 
a p p r o a c h by f u r t h e r d e c o m p o s i n g t h e f a c t o r con t r i bu t ions in to the i r b e t w e e n -
and wi th in - r eg ion con t r ibu t ions . M o s t s tud ies o f i n e q u a l i t y in C h i n a a r e u n a b l e t o 
tell w h e t h e r t he o b s e r v e d c h a n g e s in inequal i ty and its d e c o m p o s e d c o m p o n e n t s 
a re stat ist ically s ignif icant . In this pape r , a n e w stat ist ical i n f e r ence p r o c e d u r e is 
d e v e l o p e d t o tes t t h e c h a n g e s in overal l inequal i ty as wel l as t h e c o n t r i b u t i o n s o f 
i n c o m e s o u r c e s t o inequal i ty . Las t ly , the da ta e m p l o y e d f o r o u r s t u d y is 
d i scussed . 
4. 1. The Generalized Entropy Measures 
In this p a p e r , t he genera l i zed en t ropy is used t o m e a s u r e rura l i n c o m e 
inequal i ty in Ch ina ( S h o r r o c k s 1980). Let y 二 0〜."，少”）be t h e i n c o m e 
dis t r ibut ion v e c t o r f o r n individuals and j~ = .^； ,^- ! n b e t he m e a n i n c o m e , 
S h o r r o c k s ( 1 9 8 0 ) i m p o s e s t he fo l l owing des i rable a x i o m s ( A 1 . 1 t o A 1 . 7 ) t o 
der ive inequal i ty indices , / : 
A1 .1 . Continuity: I(y\ n) is c o n t i n u o u s in y. 
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A 1 . 2 . Symmetry {Anonymity): I(y\ ri) 二 I(y,); n) w h e r e yp is a n y p e r m u t a t i o n o f 
t h e e l e m e n t s in y. I t m e a n s t h a t all i nd iv idua l s a r e t r e a t e d a l ike w i t h r e s p e c t t o 
i n c o m e d i s t r i bu t ion . 
A 1 . 3 . I{y; n) > 0 w i t h e q u a l i t y ho ld if and on ly if y^ =y f o r all L T h i s r e q u i r e s 
t h a t i nequa l i ty s h o u l d b e p o s i t i v e a n d r e a c h t h e m i n i m u m v a l u e o f z e r o w h e n all 
i n d i v i d u a l s h a v e t h e s a m e i n c o m e . 
A 1 . 4 . Additively Decomposability: S u p p o s e t h a t a p o p u l a t i o n w i t h s ize n > 2 
a n d j； = 0々 ，...，少“）is p a r t i t i o n e d in to G n o n - e m p t y and d i s jo in t r e g i o n s . R e g i o n g 
c o n t a i n s rig i nd iv idua l s w i t h i n c o m e d i s t r ibu t ion v e c t o r y ^ = ( > f , . " , ^ f ^ ) a n d 
m e a n j 7 ^ So , y = (y\.... / ) and ri = J]^n^. S e t t i n g 歹二（？】，…，^。），n 二 
(wi，...， r io) and e^ = ( 1 , 1 , . . . , 1) w i t h rig c o m p o n e n t s . T h e r e ex i s t s a se t o f 
c o e f f i c i e n t s w^^  (J^, n) s u c h t h a t 
/ ( y ” " ， j ^ G ; " ) = i > , a " ) , ( r 、 〜 ） + , 0 7 V . . � y G e G ; " ) 
5=1 
f o r all / , . . . , y \ T h e f i rs t t e r m o n t h e r i g h t - h a n d s ide is t h e w i t h i n - r e g i o n 
i nequa l i t y w h i c h is a w e i g h t e d s u m o f t h e inequa l i t i es f o r p a r t i t i o n e d r e g i o n . T h e 
s e c o n d t e r m is t h e b e t w e e n - r e g i o n inequa l i ty a f t e r m a k i n g w i t h i n - r e g i o n t r a n s f e r s 
unt i l yf = y^ f o r all r e g i o n s . 
A 1 . 5 . Pig0y-Dalf.0fi Principle)�If a t r a n s f e r o f ^ > 0 is m a d e f r o m an ind iv idua l 
w i t h i n c o m e ) � t o a n o t h e r w i t h i n c o m e 少,.，where 乃 . - 5 > ) � + S, t h e n i nequa l i t y 
d e c r e a s e s . T h i s m e a n s t h a t a m e a n p r e s e r v i n g t r a n s f e r f r o m r i che r t o p o o r e r m u s t 
r e d u c e inequal i ty . 
A 1 . 6 . Population Replication: /G,, /,...,J,; rn) = I(jy n) f o r any p o s i t i v e i n t e g e r r. 
I f any p o p u l a t i o n w i t h d i s t r i b u t i o n j , and size n is r e p r o d u c e d r t i m e s and all t h e 
31 As Shorrocks (1980) menlioned, the axiom is redundant because it automatically holds once 
the index satisfies Al . l -A1.4 . 
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rn i nd iv idua l s a r e g r o u p e d in to a s ing le p o p u l a t i o n , t h e n t h e i n e q u a l i t y f o r t h e 
g r o u p c o n t a i n i n g rn i nd iv idua l s is e q u a l t o t h a t f o r t h e or ig ina l g r o u p . 
A1.7. Mean Independence {Income Homogeneity)-. I{ky\ n) 二 I^y'’ n) for any k > 
0. T h i s m e a n s t h a t i nequa l i t y m e a s u r e r e m a i n s u n c h a n g e d if all_y,‘s a r e m u l t i p l i e d 
b y t h e s a m e p o s i t i v e sca la r . 
S h o r r o c k s s h o w s t h a t on ly t h e fami ly o f g e n e r a l i z e d e n t r o p y ( G E ) 
m e a s u r e s can s i m u l t a n e o u s l y sa t i s fy t h e s t a t ed a x i o m s : 
r f \ c 
i X y ) - - - ^ y . 到 - 1 f � r c ^ o , i , 
n c{c - 1) ^ , \ y ) _ 
/ o O O = l i > g , Z f o r c = 0, 
n t 乂 
/ , (3^) = - Z 4 - l o g 4 forc=l. 
n 1rT «y 少 
T h e e n t r o p y m e a s u r e s s u g g e s t e d b y Thei l ( C h a p t e r 4 , 1 9 6 7 ) c o r r e s p o n d t o c = 0， 
1. W h e n c = 2，GE is t h e s q u a r e o f t h e c o e f f i c i e n t o f va r i a t i on . T h e v a l u e o f c 
d e t e r m i n e s t h e i n c o m e t r a n s f e r sens i t iv i ty o f t h e i n d e x at d i f f e r e n t p a r t s o f t h e 
d i s t r i bu t ion ( S h o r r o c k s 1980 , S h o r r o c k s and F o s t e r 1987) . A s c d e c r e a s e s， t h e 
i n d e x b e c o m e s m o r e sens i t ive t o t r a n s f e r s at t h e l o w e r end o f t h e d i s t r i b u t i o n . I t 
c an b e s h o w n t h a t G E is m o r e sens i t ive t o l o w e r end t r a n s f e r s if a n d o n l y if c < 
2.32 
4. 2. Inequality Decomposition by Factor Components 
In o r d e r t o a s s e s s h o w d i f f e r e n t i n c o m e s o u r c e s , l ike ag r i cu l t u r a l a n d 
indus t r ia l i n c o m e s , a f f e c t t h e i n c o m e d i s t r ibu t ion , inequa l i ty i n d e x is d e c o m p o s e d 
32 The forniaI explanation is given by Shorrocks and Foster (1987). 
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a c c o r d i n g t o t h e s e s o u r c e s . T w o t y p e s o f d e c o m p o s i t i o n r u l e p r o p o s e d b y Fe i e t 
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al. ( 1 9 7 8 ) a n d S h o r r o c k s ( 1 9 8 2 ) r e s p e c t i v e l y h a v e b e e n w i d e l y a d o p t e d . 
L e t ; ^ b e t o t a l i n c o m e d e r i v e d f r o m K s o u r c e s o f i n c o m e , i .e . , y = yi + y2 
+ … + y^^ w h e r e yk is t h e " - t h s o u r c e , Fe i et al. ( 1 9 7 8 ) d e c o m p o s e s t h e Gin i 
c o e f f i c i e n t G a s f o l l o w : 
K K 
G = J]7u,p,G, = Y,Fk 
k=\ k=\ 
w h e r e m is yjJy�pk is t h e c o r r e l a t i o n b e t w e e n yk and t h e c u m u l a t i v e d i s t r i b u t i o n 
o f > , Gk is t h e Gini c o e f f i c i e n t f o r y � , and Fk is t h e a b s o l u t e c o n t r i b u t i o n o f t h e k -
t h s o u r c e o f i n c o m e t o overa l l inequa l i ty . T h e r e l a t ive c o n t r i b u t i o n o f t h e " - t h 
i n c o m e s o u r c e t o i nequa l i t y is 
r 一 Fk 二 7TkPkGk 
• ^ ‘ 一 万 ― G . 
T h e m o s t d e s i r a b l e p r o p e r t y o f th is d e c o m p o s i t i o n m e t h o d is t h a t t h e 
f a c t o r c o m p o n e n t Fk c an b e w r i t t e n as t h e p r o d u c t o f t h r e e t e r m s : nk, pk a n d Gk. 
F o r e x a m p l e , t h e c o n t r i b u t i o n o f t h e 众-th i n c o m e s o u r c e t o i nequa l i t y d e p e n d s 
n o t on ly o n t h e d i spa r i t y o f t h e A>th i n c o m e , i.e., Gk, b u t a l so o n t h e s ize o f t h e k -
th i n c o m e s h a r e in t o t a l i n c o m e , i .e., m<. B e s i d e s , c a u s e s o f any c h a n g e in f a c t o r 
c o m p o n e n t a r e a p p a r e n t f r o m t h e e x p r e s s i o n . F o r e x a m p l e , an i n c r e a s e in f a c t o r 
c o m p o n e n t m a y b e a t t r i b u t e d t o e i the r r is ing d i spa r i ty o f t h e 众-th i n c o m e o r 
i n c r e a s i n g s ize o f t h e A>th i n c o m e s h a r e in to ta l i n c o m e , o r b o t h . F u r t h e r m o r e , 
L e r m a n and Y i t z h a k i ( 1 9 8 5 ) i n t r o d u c e an index t o s h o w t h e m a r g i n a l e f f e c t o f 
e a c h i n c o m e s o u r c e o n G. T h e i ndex m a y b e u s e d t o i den t i f y w h i c h i n c o m e 
“ T h e Gini decomposition rule has becn used by, e.g., Fei et al. (1978), Howes and Hussain 
(1994), Rozelle (1994) and Zhii (1992). Whereas, the Shorrocks' decomposition method has 
been adopted by, e.g., Jenkins (1995), Shorrocks (1983) and Tsui (1991). 
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s o u r c e is equa l i z i ng . H o w e v e r , t h e r e a r e s o m e s h o r t c o m i n g s f o r u s i n g t h e G in i 
d e c o m p o s i t i o n . A s m e n t i o n e d b y S h o r r o c k s ( 1 9 8 2 ) , t h e r e e x i s t s n o u n i q u e 
d e c o m p o s i t i o n o f t h e Gini c o e f f i c i e n t . M o r e o v e r , b o t h Fk a n d / ^ d e p e n d o n t h e 
inequa l i t y m e a s u r e c h o s e n , i .e. , t h e Gini c o e f f i c i e n t . 
A l t e rna t i ve ly , S h o r r o c k s ( 1 9 8 2 ) p r o p o s e s an a x i o m a t i c a p p r o a c h t o d e r i v e 
the factor component of inequality &0,i,...,少人‘；幻.In addition to axioms A1.1-
A 1 . 3 , t h e f o l l o w i n g a x i o m s a r e i m p o s e d by S h o r r o c k s t o d e r i v e t h e f a c t o r 
c o n t r i b u t i o n : 
A 2 . 1 . Contimnty-. Sk(y!”..,yK'; K) is c o n t i n u o u s i n j ; ^ 
A 2 . 2 . Factor Symmetry. &<F/, . . . , yK\ K) = & / ) O v , " . , M';幻 w h e r e pl”", pK is 
a n y p e r m u t a t i o n o f l , . . . , K. 
A2.3. Independence of the Level of Disaggi'cgation: 
&CV/,...,少人‘;K) = Sk(yk. y -yk\ 2 ) 二 ‘SXv“ y). 
T h i s m e a n s t h a t t h e c o n t r i b u t i o n o f any f a c t o r t o inequa l i ty is i n d e p e n d e n t o f 
h o w m a n y o t h e r t y p e s o f i n c o m e a r e c lass i f ied . 
A2.4. Consistent Decomposition: 
K K 
T.S,{y,^....y,-K) = Y^S{y,.y)-I{y) 
fe=l k = \ 
i .e. , t h e s u m o f a l l f a c t o r c o n t r i b u t i o n s is equa l t o t h e overa l l inequa l i ty . 
A2.5. Popvlation Symmetry. S(ykP, yP) 二 ‘S^ F", y) where P is any n x n 
p e r m u t a t i o n ma t r ix . T h i s r e q u i r e m e n t is s imilar t o A 1 . 3 . 
A 2 . 6 . Normalizationfor Eqiial Factor Distrihiitiorr. S(y,^e, y) = 0 f o r all k. T h i s 
r e p r e s e n t s t h a t t h e c o n t r i b u t i o n o f any f a c t o r is z e r o if all i nd iv idua l s h a v e t h e 
s a m e i n c o m e f r o m t h a t s o u r c e . 
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A 2 . 7 . lM>o Factor Symmetry: S u p p o s e t ha t t h e r e a r e o n l y t w o i n c o m e s o u r c e s 1 
a n d 2. I f y2 二 j ; i P f o r a n y p e r m u t a t i o n m a t r i x P , t h e n %； , y i + y i P ) == S ( y ! P , 
yi+yiP)-
U n d e r t h e i m p o s e d a x i o m s , an u n i q u e d e c o m p o s i t i o n r u l e i n e x o r a b l y 
e m e r g e s , 
r" 一 
Sk 二风少々，力二 ―少广 , ) / ( 3 ； ) f o r少本 J 7 . , 
_ v a r ( j ; ) _ 
w h e r e covO^A-, y) is t h e c o v a r i a n c e b e t w e e n yk a n d j ; , a n d v a r O 0 is t h e v a r i a n c e o f 
少.34 T h i s d e c o m p o s i t i o n ru l e is e m p l o y e d f o r o u r s t u d y f o r s e v e r a l r e a s o n s . F i r s t , 
it is t h e u n i q u e d e c o m p o s i t i o n m e t h o d sa t i s fy ing all t h e d e s i r a b l e a x i o m s 
d e l i n e a t e d a b o v e s i m u l t a n e o u s l y . S e c o n d , it c an b e f u r t h e r d e c o m p o s e d in to 
b e t w e e n - and w i t h i n - r e g i o n c o n t r i b u t i o n s ( d i s c u s s e d in S e c t i o n 4 .3 ) . T h i s is, 
h o w e v e r , n o t t r u e f o r t h e Gini d e c o m p o s i t i o n . T h i r d , t h e a s y m p t o t i c d i s t r i bu t i on 
o f t h e s e f a c t o r c o m p o n e n t s can b e easi ly o b t a i n e d ( d i s c u s s e d in S e c t i o n 4 . 4 ) . 
Las t l y , an a m a z i n g p r o p e r t y o f th is d e c o m p o s i t i o n r u l e is t h a t t h e r e l a t i v e 
c o n t r i b u t i o n o f e a c h i n c o m e s o u r c e 
s 二 Sk = c o v Q v , j Q 
k “ I { y ) — v a r ( j ; ) 
is i n d e p e n d e n t o f t h e c h o i c e o f i n e q u a l i t y m e a s u r e . 
T h e t w o d i f f e r e n t e x p r e s s i o n s , Sk and & , dep i c t t h e c o n t r i b u t i o n o f t h e " - t h 
i n c o m e s o u r c e t o t o t a l i n c o m e inequa l i ty f r o m d i f f e r e n t p e r s p e c t i v e s . T h e 
e x p r e s s i o n Sk can on ly revea l t h e re la t ive c o n t r i b u t i o n and its c h a n g e s o f t h e " - t h 
i n c o m e s o u r c e t o inequa l i ty . O n t h e c o n t r a r y , t h e c o m p o n e n t Sk, w h i c h is t h e 
34 The derived expression is quite intuitive. For a given distribution y, if the difference of total 
income among individuals is highly correlatccl with lhnt of the A'-th income source, i.e., covO^jt, 
y) is large, the A'-th fiictor contribution to inequality is large. 
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p r o d u c t o f Sk and / , can b e used t o s h o w the a b s o l u t e c o n t r i b u t i o n o f t h e k-th 
i n c o m e to inequal i ty and its changes . It is poss ib le tha t t h e t w o e x p r e s s i o n s m a y 
m o v e in t h e o p p o s i t e d i rec t ion . F o r example , Sk m a y inc rease even if / r e m a i n s 
u n c h a n g e d if t h e con t r i bu t i on t o inequal i ty o f t he k-th i n c o m e s o u r c e i n c r e a s e s 
f a s t e r t han tha t o f o t h e r i n c o m e sources . On t h e o t h e r hand , & m a y i n c r e a s e i f / 
m o v e s rapidly u p w a r d even if t he con t r ibu t ion o f t h e 众-th i n c o m e g r o w s s l o w e r 
t han o t h e r s ' . D u e t o t h e d i f f e r ences b e t w e e n 办 and Sk, it s e e m s b e t t e r t o d iv ide 
H 1 in to t he f o l l o w i n g h y p o t h e s e s : 
H l . a . I n c o m e s der ived f r o m rural industr ial act ivi t ies h a v e b e c o m e a d o m i n a n t 
and an increas ing sha re o f overal l rural i n c o m e inequali ty. 
H l . b . T h e increas ing inequal i ty in rural China is mainly a t t r ibu tab le t o rura l 
indust r ia l iza t ion. 
In o u r s tudy, ^ is a d o p t e d t o e x a m i n e H l . a , w h e r e a s & is u sed t o t e s t H l . b . 
4. 3. Extemiori ofShorrocks ‘ Decomposition Rule 
N o p r e v i o u s s t udy can p r o v i d e any direct and r i g o r o u s analysis o f t h e 
con t r ibu t ion o f t he u n e v e n regional , d e v e l o p m e n t o f rural industr ia l act ivi t ies t o 
overall m r a l i n c o m e inequal i ty , i.e., H 2 . O n e dis t inguishing f e a t u r e in this p a p e r 
is t o adop t a newly d e v e l o p e d d e c o m p o s i t i o n rule p r o p o s e d by Tsu i ( 1 9 9 6 ) so as 
t o b r e a k d o w n Sk or Sk into b e t w e e n - and wi th in - reg ion f a c t o r c o n t r i b u t i o n s t o 
overal l inequal i ty . Such an ex t ended d e c o m p o s i t i o n fu rn i shes a c o h e r e n t 
f r a m e w o r k f o r t e s t ing H 2 . 
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G i v e n a p a r t i t i o n o f t h e en t i r e p o p u l a t i o n in to G n o n - e m p t y a n d d i s jo in t 
r e g i o n s , t h e r e l a t i ve f a c t o r c o n t r i b u t i o n t o i nequa l i t y Sk c a n b e f u r t h e r 
d e c o m p o s e d as^^ 
^ c o v C v f , r ” . c o v [ 0 7 ; e , , . . . , J 7 f � ) , ( y e”.. .， J 7 G ~ ) ] 
c rr 7 ^\^ — 十 — 
� k ^ ‘ v a r Q O v a r ( j ; ) 
=^^^^it “gk 
w h e r e y ^ a n d y f a r e t h e r e g i o n g ' s d i s t r i bu t ion v e c t o r s o f t o t a l i n c o m e a n d t h e 
k-ih i n c o m e s o u r c e r e spec t i ve ly , y and 歹# {g = 1,. . . , G) a r e t h e m e a n s o f t o t a l 
i n c o m e and t h e k-th i n c o m e f o r r e g i o n ^ r e spec t ive ly , w^ = rig/n, w h e r e rig is t h e 
n u m b e r o f i nd iv idua l s in r e g i o n g and n is t h e s ize o f t h e e n t i r e p o p u l a t i o n , eg 二 
(1, 1，...，1) w i t h rig c o m p o n e n t s . 
T h e f i rs t t e r m o n t h e r igh t h a n d s ide m a y b e i n t e r p r e t e d as t h e w i t h i n -
r e g i o n f a c t o r c o n t r i b u t i o n t o inequa l i ty ( w g J . I t m e a s u r e s t h e r e l a t i ve 
c o n t r i b u t i o n t o ove ra l l i nequa l i ty o f t h e w i t h i n - r e g i o n d i spa r i t y o f t h e 众-th 
i n c o m e s o u r c e . Simi lar ly , t h e s e c o n d t e r m m a y b e p e r c e i v e d as t h e b e t w e e n -
r e g i o n f a c t o r c o n t r i b u t i o n t o inequa l i ty (bgk). I t r e p r e s e n t s t h e r e l a t i ve 
c o n t r i b u t i o n t o overa l l i nequa l i ty o f t h e b e t w e e n - r e g i o n d i spa r i ty o f t h e k - i h 
i n c o m e w h e n all i nd iv idua l s wi th in e a c h r eg ion a r e g iven t h e s a m e t o t a l i n c o m e , 
y \ and t h e A>th i n c o m e ^ \ i.e.," t h e r e is n o w i t h i n - r e g i o n var ia t ion.^^ T h e 
a b s o l u t e w i th in - and b e t w e e n - r e g i o n f a c t o r c o n t r i b u t i o n s t o overa l l i n c o m e 
inequa l i ty a r e 
35 See Appendix 1 for the derivation. 
36 The inter]3retation is apparent from the expression of Sk. If the total income / and the k-ih 
income yf for all individuals in region g are equal to y^ ^ and J7f respectively for all g, i.e., 
there is no within-region variation, wgk becomcs zero. The single term left behind is bgk which 
only captures the bctween-region contribution of the A'-th income to overall inequality. Similar 





B y d e c o m p o s i n g t h e c o n t r i b u t i o n s o f i n c o m e s o u r c e s in to the i r b e t w e e n -
and wi th in - r eg ion c o m p o n e n t s , t h e impac t o f u n e v e n reg iona l d e v e l o p m e n t o f 
rural industr ia l act ivi t ies on overal l rural i n c o m e inequal i ty in C h i n a can b e 
e s t ima ted . Such a d e c o m p o s i t i o n enab les u s to tes t H 2 . T h e e x t e n d e d Shorrocks， 
d e c o m p o s i t i o n ru le t h u s p r o v i d e s a c o h e r e n t f r a m e w o r k f o r eva lua t ing t h e 
e f f ec t iveness o f r e g i o n - b a s e d pol ic ies f o r n a r r o w i n g o f overal l rural inequal i ty . 
4. 4. An Asymptotically Dislrihution-Free Test for Ineqvality Index and Its 
Decomposed Cowporiejits 
O n e o f t h e s h o r t c o m i n g s o f all s tud ies o f i n e q u a l i t y in Ch ina is t h e inabili ty 
t o tes t w h e t h e r t he obse rved c h a n g e s in inequal i ty and its d e c o m p o s e d 
c o m p o n e n t s a re stat is t ical ly s ignif icant . In this sec t ion , an a sympto t i ca l ly 
d i s t r ibu t ion- f ree tes t is d e v e l o p e d to t a k e into cons ide ra t ion t he d a t a p r o b l e m 
and t o tes t t h e c h a n g e s in overal l inequal i ty as well as t h e c o n t r i b u t i o n s o f 
i n c o m e s o u r c e s t o inequal i ty . 
A g g r e g a t e da t a ( coun t i e s ( x _ , t o w n s h i p s (zhen) and vi l lages {xiang)) a re 
employed t h r o u g h o u t t he s tudy. Such a g g r e g a t e da ta , h o w e v e r , a re sub jec t t o 
b o t h sys temat ic and n o n - s y s t e m i c er rors . Sys temat i c e r ro r s o f a g g r e g a t e da t a in 
China a re mainly d u e to d i shones t r epo r t ing o f s ta t is t ics by local off ic ia ls 
(Hussa in and H o w e s 1994) . In o r d e r to str ive f o r m o r e pr iv i leges f r o m t h e 
provincial g o v e r n m e n t , local off ic ials have incent ives t o o v e r s t a t e o r u n d e r s t a t e 
their e c o n o m i c p e r f o r m a n c e s . T h u s the publ ished va lues o f g r o s s o u t p u t and 
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i n c o m e m a y b e b i a s e d sys t ema t i ca l ly . N o n - s y s t e m a t i c o r r a n d o m e r r o r s a r e 
c a u s e d b y s a m p l i n g v a r i a t i o n and e r r o r s e n g a g e d in t h e c o l l e c t i o n a n d p r o c e s s i n g 
o f data.37 In o r d e r t o t a k e in to a c c o u n t t h e d a t a e r r o r s , an a s y m p t o t i c a l l y 
d i s t r i b u t i o n - f r e e t e s t is d e r i v e d t o t e s t t h e c h a n g e s in t o t a l i nequa l i t y a s w e l l a s all 
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i ts d e c o m p o s e d c o m p o n e n t s . 
S i n c e t h e d a t a m a y c o n t a i n m e a s u r e m e n t e r r o r s , it c a n b e p e r c e i v e d a s a 
s a m p l i n g o u t c o m e f r o m an u n d e r l y i n g d i s t r ibu t ion . T h e r e f o r e , i n e q u a l i t y m e a s u r e 
/ and i ts d e c o m p o s e d c o m p o n e n t s , i .e., e i the r s � , wgk o r hgk ( & , WGk o r BGk), 
b e c o m e r a n d o m v a r i a b l e s o r s t a t i s t i c s w i t h spec i f i c d i s t r i bu t ions . T o t e s t w h e t h e r 
t h e c h a n g e s in t h e m a r e s ta t i s t ica l ly s ign i f ican t , / s t a t i s t i c s ( M o o d e t al. 1 9 7 4 , p . 
4 3 5 ) w i t h o n e d e g r e e o f f r e e d o m a r e c o n s t r u c t e d as f o l l o w : 
( i ' - i y 2 " � c y : - 4 ) 2 , _ “ � 
1 ^ ~ 講 " ^ ^ 〜 扁 ， 
(^gi-^gp' _ 义 ： ？ ⑷ ， ( 时 ; - 〒 ： ; ( u 
^igk+^wgk ^bgk + ^bgk 
w h e r e t h e s u p e r s c r i p t s 0 and 1 r e f e r t o p e r i o d 0 and p e r i o d 1 r e s p e c t i v e l y . V/，t 
= 0 , 1 and / = / , Sk, wgk and b g k � i s t h e a s y m p t o t i c v a r i a n c e c o r r e s p o n d i n g t o t h e 
/ - th t y p e o f v a r i a b l e , i .e. , e i the r t h e inequa l i ty i ndex I o r t h e f a c t o r c o n t r i b u t i o n 
Sk, M^gk o r hgk. T h e d e r i v a t i o n s o f V/ m a y b e f o u n d in A p p e n d i x 2. 
4. 5. The Data 
T o s t u d y ru ra l i n c o m e inequa l i t i es and t h e c o n t r i b u t i o n s o f d i f f e r e n t 
s o u r c e s o f i n c o m e t o inequa l i ty in Shanx i , G u a n g d o n g and G a n s u , p e r c a p i t a 
37 For a detailed discussion o f t he quality of Chinese statistics, see Chow (1986). 
38 Asymptotic theory has been widely iiscd for different inequality measures, e.g.. Beach et al. 
(1983), Bishop et al. (1990), Cowell (1989) and Gnstwii1h ct al. (1986). 
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ru ra l g r o s s v a l u e o f o u t p u t (twngcim shehui zong chanzhi) o r G V O , i n c l u d i n g 
o u t p u t v a l u e s o f a g r i c u l t u r e , ru ra l i ndus t ry , c o n s t r u c t i o n , t r a n s p o r t a t i o n a n d 
c o m m e r c e , at t h e c o u n t y level is a d o p t e d . G V O o r p e r c a p i t a g r o s s v a l u e o f 
indus t r i a l and a g r i c u l t u r a l o u t p u t ( G V I A O ) h a s b e e n w i d e l y u s e d as p r o x i e s f o r 
ove ra l l i n c o m e o r level o f d e v e l o p m e n t , e .g . , H u s s a i n a n d H o w e s (1994)， 
R o z e l l e ( 1 9 9 4 ) a n d T s u i (1993) .^^ H o w e v e r , d o u b l e c o u n t i n g is a p r o b l e m a s 
G V O i n c l u d e s i n t e r m e d i a t e inpu t s . T h e de ta i l s a r e d i s c u s s e d in A p p e n d i x 3. 
In o r d e r t o i n v e s t i g a t e t h e i m p a c t o f u n e v e n r eg iona l d e v e l o p m e n t o f r u r a l 
indus t r i a l ac t iv i t i es o n overa l l rura l inequa l i ty , i.e., t o t e s t H 2 , G V O at t h e c o u n t y 
level f o r Shanx i , G u a n g d o n g and G a n s u a re p o o l e d t o g e t h e r t o a s s e s s t h e 
b e t w e e n - and w i t h i n - p r o v i n c e c o n t r i b u t i o n s t o overa l l i nequa l i ty o f ru ra l 
i ndus t ry . F o r t h e s t u d y at d i f f e r e n t a g g r e g a t i o n levels , p e r c a p i t a ru ra l g r o s s 
v a l u e o f i n c o m e {Tioingcvri jingji zong shoun/) o r G V I , c o n s i s t i n g o f i n c o m e s 
g e n e r a t e d f r o m p r i m a r y ( a g r i c u l t u r e ) , s e c o n d a r y ( i n d u s t r y a n d c o n s t r u c t i o n ) a n d 
t e r t i a r y ( t r a n s p o r t a t i o n and b u s i n e s s ) indus t r i e s , at t h e t o w n s h i p a n d v i l l age 
levels , is e m p l o y e d t o e s t i m a t e t h e b e t w e e n - and w i t h i n - c o u n t y c o n t r i b u t i o n s o f 
s e c o n d a r y i n d u s t r y t o overa l l i nequa l i ty in Shanxi .^" T h e a b o v e a n a l y s e s n o t o n l y 
p r o v i d e i n f o r m a t i o n o n t h e i m p a c t o f d i spar i t i e s o f m r a l i n d u s t r y a m o n g d i f f e r e n t 
spat ia l un i t s on ove ra l l ru ra l inequal i ty , b u t a lso e n a b l e u s t o t e s t w h e t h e r t h e 
e f f e c t i v e n e s s o f r e g i o n - b a s e d i n e q u a l i t y - r e d u c i n g po l ic ies is s ens i t ive t o t h e 
spat ial un i t s , e .g . , p r o v i n c e s , c o u n t i e s , t o w n s h i p s and v i l lages , c h o s e n . A n o u t l i n e 
o f t h e d a t a a d o p t e d f o r o u r s t u d y is s h o w n in T a b l e 10. All t h e d a t a u s e d in th i s 
39 Gv iAO is only a part of GVO as gross outpiits of constniction, transportation and commerce 
are omitted in GVIAO. 
40 Due to data availability, either GVO or GVI is iiscd in different cases. GVO and GVI are 
highly correlated although they are derived by different methods; see Mou (1994). In addition, 
GVI includes extra items such as incomes generated from the service sector, and interest and 
rental earnings (SSB 1993h). These extra items, however，only account for a small share in 
GVI. Like GVO, the double counling is also a probIcin for using GVI. 
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p a p e r a r e e x t r a c t e d f r o m v a r i o u s stat ist ical y e a r b o o k s pub l i shed by t h e S t a t e 
Stat is t ical B u r e a u ( S S B ) . T h e deta i ls m a y b e f o u n d in A p p e n d i x 4. 
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5. Empirical Results and Policy Implications 
This chap t e r p r e sen t s the empirical f indings o f this p a p e r and d i scusses 
thei r pol icy implicat ions . W e shall f irst descr ibe rural i n c o m e inequal i ty t r e n d s f o r 
Shanxi , G u a n g d o n g and Gansu . T h e remaining d iscuss ion is t hen o r g a n i z e d 
a r o u n d t he th ree h y p o t h e s e s s ta ted in Sect ion 4.2: 
( H l . a ) I n c o m e s gene ra t ed f r o m rural industrial activit ies h a v e b e c o m e a 
dominan t and an increas ing share o f overal l rural i n c o m e inequali ty. 
( H l . b ) T h e u p w a r d inequali ty t rend in rural China is mainly a t t r ibu tab le t o rural 
industr ia l izat ion. 
( H 2 ) T h e increas ing con t r ibu t ion of rural industrial sec to r t o overal l rura l 
inequal i ty can b e explained by increas ing uneven regional d e v e l o p m e n t o f rural 
industrial activities. 
T o summar ize , o u r f igures sugges t that rural i n c o m e inequal i t ies in t h e 
th ree p rov inces have increased significantly in recent years . T h e resu l t s o f f a c t o r 
decompos i t i on analysis coup led wi th the asymptot ical ly d i s t r ibu t ion- f ree t e s t 
p rov ide qualif ied suppo r t f o r H l . a and H l . b . Us ing the ex tended d e c o m p o s i t i o n 
m e t h o d , w e s h o w tha t the increasing contr ibut ion of the rural indus t ry t o overal l 
a i ra l inequali ty is mainly due to the significant increases in the wi th in -p rov ince 
rural industrial c o m p o n e n t . T h e be tween -p rov ince c o m p o n e n t only con t r ibu te s 
t o a smaller extent to increasing industrial contr ibut ion. I f t h e b e t w e e n - p r o v i n c e 
cont r ibut ion is conce rned , the empirical results do no t seem t o to ta l ly s u p p o r t 
H 2 . F u r t h e r m o r e , an a l ternat ive analysis at d i f ferent agg rega t i on levels f o r 
Shanxi d e m o n s t r a t e s that the increasing industrial cont r ibut ion t o overal l rural 
inequali ty may be largely explained by the significant increases in t he wi th in-
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c o u n t y c o m p o n e n t . T h e b e t w e e n - c o u n t y c o m p o n e n t on ly a c c o u n t s re la t ive ly less 
f o r inc reas ing industr ia l con t r ibu t ion . Wi th r ega rd t o t h e b e t w e e n - c o u n t y 
con t r ibu t ion , t h e f ind ings d o no t ful ly s u p p o r t H 2 t o o . De ta i l s o f t h e empi r ica l 
r esu l t s a r e r e p o r t e d in Sec t ion 5.1. D i s c u s s i o n o f t h e resu l t s and the i r po l i cy 
impl ica t ions m a y b e f o u n d in Sec t ion 5.2. 
5. L a. Rural Income Imqvality Trends for Shanxi, Guangdong and Gansu 
Derived from Coimty-Level Data 
T o inves t iga te rural i n c o m e inequal i ty t r e n d s f o r Shanxi , G u a n g d o n g a n d 
G a n s u , G E m e a s u r e s f o r c = -1 , 0 and 1, c o m p u t e d by p e r cap i t a rura l G V O at 
t h e c o u n t y level, a r e p r e s e n t e d in F i g u r e l ( a ) - ( c ) . I t is t o b e n o t e d tha t t h e s a m e 
genera l t r end is ob ta ined fo r d i f fe ren t va lues o f c in each p rov ince . Th i s 
cons i s t ency r e d u c e s t h e c h a n c e tha t o u r conc lus ions a b o u t inequal i ty t r e n d s a re 
d e p e n d e n t on t h e v a l u e s o f c chosen . W i t h o u t loss o f genera l i ty , G E f o r c = 0 is 
se lec ted f o r t h e f o l l o w i n g analysis. T h e ch i - squa re s ta t is t ics f o r t h e d i f f e r e n c e s 
b e t w e e n t h e va lues o f G E f o r all c o m b i n a t i o n s o f y e a r s a re r e p o r t e d in T a b l e 
l l ( a ) - ( c ) . 
As s h o w n in F i g u r e 1(a), rural i n c o m e inequal i ty in Shanxi f o r c 二 0 
h o v e r e d a r o u n d 0 .05 in 1978 and the fo l l owing years . T h e ch i - squa re s ta t i s t ics in 
T a b l e 11(a) sugges t tha t inequal i ty changed insignif icant ly du r ing 1978 t o 1982 
and increased s ignif icant ly a f t e r 1982. D u r i n g 1984 to 1987, S h a n x i ' s m r a l 
inequal i ty exhibi ted a s u d d e n inc rease f r o m 0 .07 t o 0 .13 . Th i s t r e m e n d o u s r ise in 
inequal i ty is stat ist ically s ignif icant even in the shor t run ; see T a b l e 11(a) . T h e 
u p w a r d inequal i ty t rend s lowed d o w n b e t w e e n 1987 and 1990. S ince 1990, 
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i nequa l i t y h a s m o v e d r ap id ly u p w a r d aga in . I t i n c r e a s e d s ign i f i can t ly t o 0 . 2 3 in 
1994,1 
In G u a n g d o n g , ru ra l i n c o m e inequa l i ty f l u c t u a t e d a r o u n d 0 . 2 5 f r o m 1 9 8 5 
t o 1988 ; s e e F i g u r e l (b) .^^ S i n c e 1988 , G u a n g d o n g ' s m r a l i n e q u a l i t y h a s 
i n c r e a s e d a t a s t e a d y ra te . I t i n c r e a s e d s igni f ican t ly t o 0 . 4 in 1 9 9 3 . 
B e f o r e 1990 , m r a l i n c o m e inequa l i ty in G a n s u r e m a i n e d s t ab l e a t a r o u n d 
0 . 2 1 ; s ee F i g u r e l(c) .^^ G a n s u ' s ru ra l inequa l i ty h a s exh ib i t ed an u p w a r d t r e n d 
s ince 1 9 9 0 . I t i n c r e a s e d subs t an t i a l l y t o 0 . 3 9 in 1994.^^ 
5. 1. b. Factor Decomposition Analyses for Shanxi, Guangdong and Gansu 
Using County-Level Data 
T h e f i g u r e s in t h e p r e v i o u s s e c t i o n s u g g e s t t h a t ru ra l i n c o m e inequa l i t i e s in 
d i f f e r e n t r e g i o n s o f C h i n a h a v e i n c r e a s e d subs tan t i a l ly in r e c e n t y e a r s . D u e t o t h e 
s e v e r e i m p a c t o f u n e v e n i n c o m e d i s t r ibu t ion , it is i m p o r t a n t t o i d e n t i f y t h e 
引 As indicated in Table 11(a), fluctuations in GE between adjacent years are statistically 
insignificant, whereas increases in GE between longer periods like 86-92, 88-92 and 90-94 are 
statistically significant. 
n From Table 110))，changes in GE between 85 and 88 are statistically insignificant. The 
observations highlight the need for the statistical tests. 
43 From Table 11(c), mral inequality changed insignificantly during 1985 to 1990. 
制 As mentioned in Appendix 3, there is a double counting problem pertaining to gross value of 
output (GVO) because it includes intermediate inputs. Thus, one may ask whether the double 
counting problem will affect oiir conclusion about inequality trends. In order to justify the 
validity of our conclusion, alternative analyses are performed using an estimated net value of 
output O^VO), proposed by Hussain and Howes (1994); see Appendix 3. GE measures for c 二 0 
in mral Shanxi, computed by the estimated NVO, from 1985 to 1991 (the conversion factors, 
i.e., provincial values of net to gross output, are not available for 1978 to 1984 and 1992 to 
1994) are given in Figure 1(a) also. As expected, each GE measure computed by the estimated 
NVO has a smaller value than the corresponding one derived from GVO. However, this is not 
a critical problem since what is more important to the study of income inequality is not the 
absolute vaIiie of inequality but tlie inequality trend. It appears that using either GVO or the 
estimated NVO yields an identical inequality trend; see Figure 1(a). This consistency may 
minimize the chance that our conclusion about inequality trend in rural Shanxi is distorted. 
The consistency is also tnie for the studies of ineqiinlity for Guangdong and Gansu; see Figure 
1(b) and 1(c). It is expected that the consistency wilh respect to the pooled data for Shanxi, 
Guangdong and Gansu, as well as township and village level data for Shanxi (in 5.1.c and 
5.1.d) is also tnie. For simplicity, the analysis is not repeated. 
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f a c t o r s b e h i n d i n c r e a s i n g rura l inequa l i ty . In pa r t i cu l a r , t h e c o r r e l a t i o n b e t w e e n 
ru ra l i n d u s t r i a l i z a t i o n a n d i n c r e a s i n g inequa l i ty is i n v e s t i g a t e d in th i s p a p e r . F o r 
t h e analys is , p e r c a p i t a ru ra l G V O , i n c l u d i n g o u t p u t v a l u e s o f a g r i c u l t u r e , r u r a l 
i n d u s t r y , c o n s t r u c t i o n , t r a n s p o r t a t i o n and c o m m e r c e , a t t h e c o u n t y leve l is 
e m p l o y e d ; s e e A p p e n d i x 4. S h o r r o c k s， d e c o m p o s i t i o n m e t h o d is u s e d t o 
e v a l u a t e t h e r e l a t i v e a n d a b s o l u t e c o n t r i b u t i o n s o f d i f f e r e n t i n c o m e s o u r c e s t o 
overa l l ru ra l i nequa l i t y ; s e e S e c t i o n 4 .2 . T h e r e l a t ive c o n t r i b u t i o n o f r u r a l 
indus t r i a l ac t iv i t i e s m a y b e a d o p t e d t o t e s t H l . a , w h e r e a s t h e a b s o l u t e 
c o n t r i b u t i o n o f t h e rura l i n d u s t r y e n a b l e s u s t o t e s t H l . b . T h i s s e c t i o n 
s u m m a r i z e s t h e emp i r i ca l r e su l t s o f f a c t o r d e c o m p o s i t i o n a n a l y s e s f o r S h a n x i , 
G u a n g d o n g and G a n s u . 
T h e r e l a t ive c o n t r i b u t i o n s o f d i f f e r e n t i n c o m e s o u r c e s t o t o t a l ru ra l i n c o m e 
inequa l i ty a r e g i v e n in F i g u r e 2 ( a ) - ( c ) . T h e c h i - s q u a r e s ta t i s t i c s f o r t h e c h a n g e s 
in t h e r e l a t ive c o n t r i b u t i o n s a r e r e p o r t e d in T a b l e 12 (a ) - ( c ) . T h e r e a r e t w o 
n o t a b l e f e a t u r e s in F i g u r e 2 (a ) . F i r s t , t h e rura l i n d u s t r y h a s c o n t r i b u t e d t h e 
l a rges t s h a r e t o S h a n x i ' s rura l inequa l i ty t h r o u g h o u t t h e en t i r e p e r i o d u n d e r 
s tudy . S e c o n d , t h e r e l a t ive c o n t r i b u t i o n o f rura l i n d u s t r y h a s i n c r e a s e d 
s ign i f ican t ly o v e r t i m e ; s e e a lso T a b l e 12(a) . Tn 1978 , nea r ly ha l f o f t h e i nequa l i t y 
w a s a t t r i b u t e d t o t h e rura l i ndus t ry . . T h e re la t ive c o n t r i b u t i o n o f ru ra l i n d u s t r y 
e x p a n d e d s ign i f i can t ly in t h e f o l l o w i n g y e a r s and t h e n r e m a i n e d s t ab l e a t a r o u n d 
6 0 p e r c e n t in 1981.^^ A f t e r t h e i m p l e m e n t a t i o n o f t h e rura l indus t r i a l r e f o r m s in 
1984 , i ts i m p o r t a n c e in exp la in ing overa l l i nequa l i ty m a g n i f i e d subs tan t i a l ly . 
S i n c e 1989 , t h e rura l i n d u s t r y h a s a c c o u n t e d f o r a b o u t 7 4 p e r c e n t o f ru ra l 
inequa l i ty in Shanx i . T h u s , t h e a b o v e f i g u r e s s e e m t o s u p p o r t H l . a . 
的 The decrease (increase) in the relative contribution of niral industry (agriculture) from 1981 
to 1983 is not statistically signiFicnnt; see Tabic 12(a). 
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B e f o r e t h e r e f o r m s , a g r i c u l t u r e a l so c o n s t i t u t e d a l a r g e s h a r e , a m o u n t i n g 
t o 3 5 p e r c e n t o f S h a n x i ' s ru ra l i nequa l i ty ; s ee F i g u r e 2 ( a ) . A f t e r t h e i n t r o d u c t i o n 
o f t h e ag r i cu l t u r a l r e f o r m s in 1 9 7 8 , t h e r e l a t ive c o n t r i b u t i o n o f a g r i c u l t u r e 
d e c r e a s e d c o n t i n u o u s l y t o 4 p e r c e n t in 1 9 8 5 . ' ' T h e d e c l i n i n g t r e n d h a s s l o w e d 
d o w n s ince 1 9 8 5 . I n t h e 1 9 9 0 ' s , t h e c o n t r i b u t i o n o f a g r i c u l t u r e t o i n e q u a l i t y h a s 
b e e n negligible.^^ 
O t h e r i n c o m e s o u r c e s h a v e re la t ive ly small and s t ab l e c o n t r i b u t i o n s t o 
S h a n x i ' s m r a l inequal i ty .^^ T h e r e l a t ive c o n t r i b u t i o n o f c o n s t r u c t i o n h a s h o v e r e d 
b e t w e e n 3 p e r c e n t a n d 10 p e r c e n t o v e r t i m e w i t h a s ign i f i can t d e c l i n i n g t r e n d 
s ince 1985 . F o r t r a n s p o r t a t i o n , its c o n t r i b u t i o n w a s a b o u t 7 p e r c e n t b e f o r e 1 9 8 3 . 
A f t e r a s ign i f i can t i n c r e m e n t in 1984 , it h a s r e m a i n e d s t ab l e a t a r o u n d 14 
p e r c e n t . T h e r e l a t ive c o n t r i b u t i o n o f c o m m e r c e h a s f l u c t u a t e d b e t w e e n 3 p e r c e n t 
and 10 p e r c e n t w i t h a s l ight ly i n c r e a s i n g t r end in t h e 1 9 9 0 ' s . 
T h e r e su l t s o f f a c t o r d e c o m p o s i t i o n ana lys i s f o r G u a n g d o n g a r e 
s u m m a r i s e d in F i g u r e 2 ( b ) and T a b l e 12(b) . S imi la r t o S h a n x i , t h e n o n -
ag r i cu l tu ra l s e c t o r h a s c o n t r i b u t e d a m u c h l a rge r s h a r e t h a n a g r i c u l t u r e t o 
G u a n g d o n g ' s ru ra l i nequa l i t y d u r i n g 1985 t o 1 9 9 3 ; s e e F i g u r e 2 ( b ) . 
F u r t h e r m o r e , t h e r e l a t i v e c o n t r i b u t i o n o f n o n - a g r i c u l t u r e h a s e x h i b i t e d a 
s ign i f ican t i n c r e a s i n g trend.^^ It i n c r e a s e d s igni f ican t ly f r o m 7 7 p e r c e n t in 1 9 8 7 
t o 92 p e r c e n t in 1 9 9 2 ; s e e a lso T a b l e 12(b) . A m o n g d i f f e r e n t n o n - a g r i c u l t u r a l 
46 From Table 12(a), the figures suggest that the changes in the relative contribution of 
agriculture are statistically significant. 
47 The relative contribution of agriculture was negative in 1994. This implies that agriculture 
was an equalizing component. 
48 For the sake of simplicity, the chi-sqiiare statistics for the relative contributions of 
construction, transportation and commerce are not presented. Despite this, the following 
discussion is based on the test. 
49 As only two categories of income sources, i.e., agricultural and non-agricultural incomes, are 
classified, their relative contributions to inequality must move in the opposite direction and 
have the same values of chi-square statistic. 
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s e c t o r s , t h e rura l i n d u s t r y h a s b e e n t h e m o s t i m p o r t a n t c o m p o n e n t t o o v e r a l l 
i nequa l i ty . In 1989 , t h e ru ra l i n d u s t r y m a d e u p 6 5 p e r c e n t o f t o t a l i nequa l i t y . T h e 
r e l a t i ve c o n t r i b u t i o n o f rura l i n d u s t r y i n c r e a s e d s ign i f i can t ly t o 7 5 p e r c e n t in 
1 9 9 2 . 
T h e e x p e r i e n c e o f G a n s u is q u i t e d i f f e r en t . B e f o r e 1989 , m o r e t h a n h a l f o f 
t h e rura l i nequa l i t y in G a n s u w a s d u e t o a g r i c u l t u r e ; s e e F i g u r e 2 (c ) . H o w e v e r , 
t h e r e l a t ive c o n t r i b u t i o n o f a g r i c u l t u r e d e c r e a s e d subs t an t i a l l y t o 2 7 p e r c e n t in 
1991.50 T h e d e c l i n i n g t r e n d h a s c o n t i n u e d at a s l o w e r r a t e a f t e r 1 9 9 1 . 
A g r i c u l t u r e on ly a c c o u n t e d f o r 13 p e r c e n t o f i n e q u a l i t y in 1994 . 
T h e n o n - a g r i c u l t u r a l s e c t o r h a s b e c o m e a d o m i n a n t s h a r e o f G a n s u ' s ru ra l 
i nequa l i t y on ly a f t e r t h e e x p a n s i o n o f m r a l e n t e r p r i s e s in 1 9 9 0 ; s e e F i g u r e 2(c).^^ 
A m o n g t h e n o n - a g r i c u l t u r a l s e c t o r s , t h e rura l i n d u s t r y h a s c o n s t i t u t e d t h e l a r g e s t 
s h a r e o f i nequa l i t y as in Shanx i and G u a n g d o n g . T h e rura l i n d u s t r y c o n t r i b u t e d 
t o 4 6 p e r c e n t t o i nequa l i t y in 1989 , a m a g n i t u d e r o u g h l y t h e s a m e as a g r i c u l t u r e . 
S i n c e t h e n , t h e r e l a t i ve c o n t r i b u t i o n o f rura l i n d u s t r y h a s e x p a n d e d s ign i f ican t ly ; 
s e e a l so T a b l e 12(c ) . B y 1993 , t h e a i r a l i n d u s t r y h a s b e e n r e s p o n s i b l e f o r 6 8 
p e r c e n t o f r u r a l i nequa l i t y in G a n s u , w h e r e a s o t h e r n o n - a g r i c u l t u r a l c o m p o n e n t s , 
i nc lud ing c o n s t r u c t i o n , t r a n s p o r t a t i o n and c o m m e r c e , on ly h a v e small 
c o n t r i b u t i o n s t o inequali ty.^^ T h e i r to ta l re la t ive c o n t r i b u t i o n h a s i n c r e a s e d 
m o d e r a t e l y a f t e r 1 9 8 9 w i t h t h e c o m m e r c i a l s e c t o r b e i n g t h e m a j o r and i n c r e a s i n g 
c o m p o n e n t . In s u m , t h e s t u d i e s o f G u a n g d o n g and G a n s u m a y p r o v i d e f u r t h e r 
s u p p o r t f o r H l . a . 
50 The sharp decline is highly significant even in the short nin; see Table 12(c). 
51 See Chapter 2 for the development of rural enterprises in Gansu. 
“ T h e i r total contribution was even smaller lhan lhat of agriculture before 1993; see Figure 
2(c). 
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H a v i n g i n v e s t i g a t e d t h e r e l a t ive c o n t r i b u t i o n s t o ru ra l i n e q u a l i t y o f 
d i f f e r e n t f a c t o r s o u r c e s , t h e c a u s e s b e h i n d i nequa l i t y t r e n d s in S h a n x i , 
G u a n g d o n g and G a n s u a r e s t u d i e d u s i n g t h e a b s o l u t e f a c t o r c o m p o n e n t s o f 
inequa l i ty . T h e r e s u l t s m a y b e f o u n d in F i g u r e 3 ( a ) - ( c ) . T a b l e 1 3 ( a ) - ( c ) p r o v i d e 
t h e c h i - s q u a r e s t a t i s t i c s f o r t h e c h a n g e s in e a c h a b s o l u t e f a c t o r c o n t r i b u t i o n f o r 
all c o m b i n a t i o n s o f y e a r s . F r o m F i g u r e 3 (a ) , o n e s t r i k ing f e a t u r e is t h a t r u r a l 
i nequa l i t y in S h a n x i h a s b e e n h igh ly c o r r e l a t e d w i t h t h e ru ra l i ndus t r i a l 
c o m p o n e n t o f inequa l i ty . In pa r t i cu l a r , t h e s h a r p i n c r e m e n t s in i n e q u a l i t y a f t e r 
t h e i m p l e m e n t a t i o n o f t h e rura l indus t r ia l r e f o r m s in 1 9 8 4 a n d t h e f o l l o w i n g 
u p w a r d inequa l i t y t r e n d w e r e p r e d o m i n a n t l y d u e t o t h e s ta t i s t ica l ly s ign i f i can t 
i n c r e a s e s in t h e ru ra l indus t r i a l c o m p o n e n t o f i nequa l i t y . ^^ T h u s , t h e o b s e r v a t i o n s 
s e e m t o a g r e e w i t h H 1 .b. 
T o a sma l l e r e x t e n t , o t h e r n o n - a g r i c u l t u r a l c o m p o n e n t s h a v e a l so e x e r t e d 
s ign i f i can t i n f l u e n c e s t o t h e i n c r e a s i n g inequa l i ty t r e n d ; s e e F i g u r e 3 ( a ) . T h e 
a b s o l u t e c o n t r i b u t i o n s o f t r a n s p o r t a t i o n and c o m m e r c e h a v e e x h i b i t e d s imi lar 
t r e n d s . T h e y r e m a i n e d u n c h a n g e d b e f o r e 1984 and t h e n m o v e d u p w a r d a t a 
m o d e r a t e ra te . T h e a b s o l u t e c o n t r i b u t i o n o f c o n s t r u c t i o n h a s n o s ign i f i can t 
c h a n g e at all. O n t h e o t h e r h a n d , t h e agr icu l tu ra l c o m p o n e n t o f i nequa l i t y 
dec l ined s ign i f ican t ly a f t e r t h e i n t r o d u c t i o n o f t h e ag r i cu l tu ra l r e f o r m s in 1 9 7 8 ; 
s e e a l so T a b l e 13(a) . T h i s m e a n s t h a t t h e rapid g r o w t h in ag r i cu l tu ra l p r o d u c t i o n 
a f t e r 1 9 7 8 e x e r t e d a r e d u c i n g i m p a c t on rural inequa l i ty in Shanx i . T h e dec l in ing 
t r e n d o f t h e ag r i cu l tu ra l c o m p o n e n t o f i n e q u a l i t y h a s c o n t i n u e d at a s l o w ra t e . In 
t h e 1 9 9 0 ' s , t h e ag r i cu l tu ra l c o m p o n e n t has b e c o m e negl ig ib le . 
53 The chi-square statistics for the absolute agricultural and industrial contributions to 
inequality are given in Table 13(a). The shnrp incrcmcnts in the industrial component of 
inequality between 84 and 87 are highly significam even in the short nin. The increasing trend 
after 87 is significant too. 
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T h e r e l a t i o n s h i p b e t w e e n rura l i ndus t r i a l i s a t ion and i n c r e a s i n g i n e q u a l i t y o r 
H l . b f i n d s s u p p o r t f r o m t h e c a s e s in G u a n g d o n g and G a n s u . F i g u r e 3 ( b ) 
d e m o n s t r a t e s t h a t t h e s ta t i s t ica l ly s ign i f i can t i n c r e a s e s in t h e a b s o l u t e 
c o n t r i b u t i o n o f ru ra l i n d u s t r y m a y b e a c ruc ia l f a c t o r in e x p l a i n i n g i n c r e a s i n g 
i n e q u a l i t y t r e n d in G u a n g d o n g . O t h e r n o n - a g r i c u l t u r a l ac t iv i t i es , i n c l u d i n g 
c o n s t r u c t i o n , t r a n s p o r t a t i o n and c o m m e r c e , on ly h a v e smal l c o n t r i b u t i o n s t o 
i nequa l i t y t r e n d a f t e r 1 9 9 1 . F o r t h e a b s o l u t e c o n t r i b u t i o n o f a g r i c u l t u r e , it h a s 
c h a n g e d in s ign i f i can t o v e r t i m e a f t e r a small dec l ine in 1987.54 
S imi la r t o S h a n x i a n d G u a n g d o n g , rura l i nequa l i ty t r e n d in G a n s u m a y b e 
e x p l a i n e d b y t h e n o n - a g r i c u l t u r a l s e c t o r ; s e e F i g u r e 3(c).^^ S i n c e t h e e x p a n s i o n 
o f ru ra l indus t r i a l ac t iv i t i es in 1990 , t h e s ta t i s t ica l ly s ign i f i can t i n c r e a s e s in t h e 
ru ra l indus t r i a l c o m p o n e n t o f inequa l i ty h a v e b e e n t h e s t r o n g e s t d r i v ing f o r c e 
b e h i n d t h e i n c r e a s i n g inequa l i ty trend.^^ T h e c o m m e r c i a l s e c t o r h a s c o n t r i b u t e d 
t o a l e s se r e x t e n d t o t h e u p w a r d inequa l i ty t r e n d . O n t h e o t h e r h a n d , 
c o n s t r u c t i o n and t r a n s p o r t a t i o n h a v e n o c o n t r i b u t i o n t o t h e u p w a r d t r e n d a t all. 
In a d d i t i o n , t h e ag r i cu l t u r a l c o m p o n e n t h a s dec l ined subs t an t i a l l y o v e r t i m e as in 
S h a n x i " 
5^  The chi-square statistics for the absolute factor contributions to inequality are listed in Table 
130)). 
55 Although agriculture contributed the largest share to inequality before 1989, the changes in 
inequality during that period were caused by the non-agricultural sector; see Figure 3(c). This 
indicates that even if an income source contributed a large share to inequality, it may not be a 
main source causing changes in inequality. This also explains why the relative and absolute 
contributions to inequality provide different informations. 
56 The chi-square statistics for the absolute ftictor contributions are reported in Table 13(c). 
57 Since the industrial sector uses relatively more intermediate inputs, the relative contribution 
of mral industry to overall inequality may be slightly exaggerated; see Appendix 3. To justify 
the validity of our conclusion, alternative analyses are performed using the estimated NVO. 
The results of factor decomposition analysis for Shanxi, both derived from GVO and the 
estimated NVO, are reported in Table 14(a). As agriculture, transportation and commerce use 
relatively less intermediate inputs, their relative contributions derived from the estimated NVO 
are larger than that computed by GVO. Whereas, the relative contributions of rural industry 
and construction are reduced by about 10 percent and 2 pcrcent respectively if the estimated 
NVO is adopted. Despite this, the rural industry always constitutes the dominant share of 
inequality. Since 1985, over h a I f o f t h e inequality has been attributed to the mral industry; see 
Table 14(a). Although the relative contribiilion of agriculture computed by the estimated NVO 
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5. L c, BelM^eeri- and Within-Provwce Factor Decomposition Analysis Using 
Pooled Coimty-Level Datafor Shanxi, Guangdong and Gansu 
T h e r e su l t s o f f a c t o r d e c o m p o s i t i o n ana lys i s s e e m t o s u p p o r t H l . a a n d 
H l . b . S o m e h a v e s u g g e s t e d t h a t t h e l a r g e and i n c r e a s i n g c o n t r i b u t i o n o f m r a l 
indus t r i a l ac t iv i t i es t o overa l l ru ra l i n c o m e inequa l i ty m a y b e d u e t o i n c r e a s i n g 
u n e v e n r e g i o n a l d e v e l o p m e n t o f t h e rura l i ndus t ry , i .e. , H 2 (Ca i 1 9 9 4 , R o z e l l e 
1 9 9 4 and Z h u 1 9 9 2 ) . H o w e v e r , n o p r e v i o u s s t u d y can p r o v i d e a n y r i g o r o u s 
empi r i ca l e v i d e n c e t o v e r i f y t h e h y p o t h e s i s ; s ee C h a p t e r 3. In o r d e r t o fill u p t h e 
g a p , w e m a y e m p l o y t h e e x t e n d e d S h o r r o c k s ' d e c o m p o s i t i o n m e t h o d d e r i v e d in 
S e c t i o n 4 .3 . T h e empi r i ca l f i n d i n g s o f b e t w e e n - a n d w i t h i n - p r o v i n c e 
d e c o m p o s i t i o n ana lys i s a r e p r e s e n t e d in th is sec t ion . 
In o r d e r t o e s t i m a t e t h e b e t w e e n - and w i t h i n - p r o v i n c e f a c t o r c o n t r i b u t i o n s 
t o overa l l ru ra l inequa l i ty , p e r c a p i t a G V O at t h e c o u n t y level f o r Shanx i , 
G u a n g d o n g and G a n s u a r e p o o l e d t o g e t h e r . T h e c o r r e s p o n d i n g G E m e a s u r e s 
a n d t h e c h i - s q u a r e s ta t i s t i c s a r e g iven in F i g u r e 4 and T a b l e 15 r e s p e c t i v e l y . A s 
s h o w n in F i g u r e 4, overa l l rura l i n c o m e inequa l i ty i n c r e a s e d m o d e r a t e l y f r o m 
0 . 2 4 ( G E f o r c = 0 ) in 1 9 8 5 t o 0 . 3 8 in 1992 .^ ' 
is larger than that derived from GVO, it only accounts for a small component of inequality. In 
the 1990's, over 90 percent of mral inequality in Shanxi has been due to the non-agricultural 
sector. Thus the general conclusion about the relative contributions of different income sources 
to rural inequality in Shanxi derived from the estimated NVO is consistent with that obtained 
by GVO. Furthermore, as illustrated in Table 14(a), using either GVO or the estimated NVO 
can obtain the same time trend for each relative contribution. This consistency may reduce the 
chance that our conclusion about changes in the relative and absolute contributions of each 
income source to inequality is distorted. The consistency is also tnie for the cases in 
Guangdong and Gansu as shown in Table 140^) and (c). It is believed that the consistency will 
also true for the decomposition analysis either using the pooled data for Shanxi, Guangdong 
and Gansu, or township and village data for Shnnxi (in 5.1.c and 5.1.d). For simplicity, the 
analysis is not repeated. 
58 The figures in Table 15 shows that the incrcase in GE betwceii 85 and 92 is statistically 
significant. 
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As expected, a dominant share o fmra l inequality may be explained by non-
ag r i cu l t u r a l ac t iv i t i e s ( o v e r 7 0 p e r c e n t ) , e spec ia l ly t h e ru ra l i n d u s t r y ( o v e r 6 0 
p e r c e n t ) ; s e e F i g u r e 5. T h e r e l a t i ve c o n t r i b u t i o n o f n o n - a g r i c u l t u r e o r r u r a l 
i n d u s t r y h a s i n c r e a s e d s ign i f i can t ly over t ime.^^ N o n - a g r i c u l t u r a l ac t iv i t i e s ( t h e 
ru ra l i n d u s t r y ) m a d e u p 88 p e r c e n t ( 7 2 p e r c e n t ) o f to t a l i nequa l i t y in 1 9 9 2 . T h u s , 
t h e f i n d i n g s g i v e f l i r t he r s u p p o r t f o r H l . a . 
A s in ind iv idua l p r o v i n c e s , t h e u p w a r d inequa l i t y t r e n d h a s b e e n a t t r i b u t e d 
t o t h e n o n - a g r i c u l t u r a l s e c t o r ; s e e F i g u r e 6. T h e s ta t i s t ica l ly s ign i f i can t 
！ 
i n c r e m e n t s in t h e n o n - a g r i c u l t u r a l c o m p o n e n t o f i nequa l i t y h a v e b e e n c a u s e d | 
m o s t l y b y t h e ru ra l i ndus t ry ; s e e a l so T a b l e 17. T h e o b s e r v a t i o n s s e e m t o 
c o n f i r m H l . b . 
I 
T h e e x t e n d e d S h o r r o c k s ' d e c o m p o s i t i o n ru l e p r o v i d e s i n f o r m a t i o n o n t h e 
！ 
b e t w e e n - and w i t h i n - p r o v i n c e f a c t o r c o n t r i b u t i o n s t o overa l l ru ra l i nequa l i ty . T h e 
f i n d i n g s a r e s u m m a r i z e d in F i g u r e 7 and 8. T a b l e 18 and 19 r e p o r t t h e c h i - s q u a r e 
I 
s ta t i s t i cs f o r t h e c h a n g e s in t h e b e t w e e n - and w i t h i n - p r o v i n c e f a c t o r 
c o n t r i b u t i o n s . I t is i n t e r e s t i ng t o n o t e tha t overa l l rura l i nequa l i t y h a s b e e n 
c a u s e d p r e d o m i n a n t l y by t h e u n e v e n d e v e l o p m e n t o f n o n - a g r i c u l t u r a l ac t iv i t i e s 
w i th in e a c h p r o v i n c e ; s e e F i g u r e 7. In pa r t i cu la r , t h e u n e v e n d e v e l o p m e n t o f t h e 
rura l i n d u s t r y w i th in e a c h p r o v i n c e has c o n s t i t u t e d m o r e t h a n ha l f o f t h e 
inequa l i ty . T h e w i t h i n - p r o v i n c e c o n t r i b u t i o n o f n o n - a g r i c u l t u r e i n c r e a s e d 
s ign i f ican t ly f r o m 63 p e r c e n t in 1987 t o 7 6 p e r c e n t in 1992 ; s e e a l so T a b l e 18. I n 
c o n t r a s t , t h e u n e v e n d e v e l o p m e n t o f n o n - a g r i c u l t u r a l ac t iv i t i es b e t w e e n 
p r o v i n c e s h a s on ly a c c o u n t e d f o r a small sha re o f overa l l rura l inequa l i ty . T h e 
59 The chi-square statistics for the relalivc factor contributions are presented in Table 16. 
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b e t w e e n - p r o v i n c e c o n t r i b u t i o n on ly i n c r e a s e d f r o m 7 p e r c e n t in 1 9 8 5 t o 12 
p e r c e n t in 1992 . O n t h e o t h e r h a n d , t h e w i t h i n - p r o v i n c e c o n t r i b u t i o n o f 
a g r i c u l t u r e r e m a i n e d s t ab l e at a r o u n d 17 p e r c e n t b e f o r e 1 9 8 9 . I t d e c r e a s e d 
s ign i f i can t ly t o 7 p e r c e n t in 1992 . T h e u n e v e n ag r i cu l tu ra l d e v e l o p m e n t b e t w e e n 
p r o v i n c e s h a s c o n t r i b u t e d leas t t o inequa l i ty . T h e b e t w e e n - p r o v i n c e c o n t r i b u t i o n 
o f a g r i c i i l t u r e h a s h o v e r e d a r o u n d 6 p e r c e n t over t ime?® 
F r o m F i g u r e 8, it is a p p a r e n t t ha t t h e s ta t i s t ica l ly s ign i f i can t i n c r e a s e s in ‘ 
t h e w i t h i n - p r o v i n c e rura l indus t r ia l c o m p o n e n t o f i nequa l i ty m a y b e a c ruc ia l , 
！ 
ji 
f a c t o r in e x p l a i n i n g i n c r e a s i n g m r a l inequa l i ty trend.^^ T h e b e t w e e n - p r o v i n c e ； 
n o n - a g r i c u l t u r a l c o m p o n e n t o f inequa l i ty only h a s a small c o n t r i b u t i o n t o t h e 
u p w a r d inequa l i ty t r e n d . W h e r e a s , t h e w i t h i n - p r o v i n c e ag r i cu l t u r a l c o m p o n e n t o f 
i nequa l i t y h a s d e c r e a s e d s ign i f ican t ly s ince 1987 . T h e b e t w e e n - p r o v i n c e 
ag r i cu l t u r a l c o m p o n e n t o f inequa l i ty h a s r e m a i n e d u n c h a n g e d o v e r t i m e . T o 
c o n c l u d e , o u r empi r i ca l f i n d i n g s d o n o t s e e m t o fu l ly s u p p o r t H 2 w i t h r e g a r d t o | 
b e t w e e n - p r o v i n c e c o n t r i b u t i o n o f rura l i ndus t ry t o overa l l ru ra l inequa l i ty . 
I 
5. /• d Behveen- and Wit.hiri-Coimty Factor Decomposition Analysis Using 
ToM>mhip arid Village Level Data for Shanxi 
T h e f i nd ings in t h e p r e v i o u s sec t ion d e m o n s t r a t e tha t t h e b e t w e e n - r e g i o n 
f a c t o r c o n t r i b u t i o n t o overa l l rura l inequal i ty is qu i t e sens i t ive t o t h e spa t ia l u n i t s 
c h o s e n . In pa r t i cu l a r , t h e w i t h i n - p r o v i n c e c o n t r i b u t i o n o f rura l i n d u s t r y h a s b e e n 
m u c h l a rge r t h a n t h e b e t w e e n - p r o v i n c e c o n t r i b u t i o n . I t s e e m s na tu ra l t o a s k 
60 As mentioned in Appendix 4’ using nominal GVO overstates between-region factor 
contributions. However, this will not affccl oiir conclusion thnt all bctweeii-province fhctor 
contributions only account for small shares of overall runil inequality. 
61 The chi-square statistics for lhe bctwccii- and within-province factor components of 
inequality arc listed in Table 19. 
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w h e t h e r t h e r e s u l t s a r e sens i t ive t o sma l l e r spat ial un i t s , e .g . , c o u n t i e s , s e l e c t e d . 
I n o t h e r w o r d s , t h e q u e s t i o n is w h e t h e r H 2 is val id w i t h r e g a r d t o t h e b e t w e e n -
c o u n t y c o n t r i b u t i o n . T o a n s w e r t h e q u e s t i o n , a c o m p l e t e se t o f t o w n s h i p a n d 
v i l l age level d a t a f o r S h a n x i in 80 , 85 , 9 0 and 9 1 is a d o p t e d f o r b e t w e e n - a n d 
w i t h i n - c o u n t y d e c o m p o s i t i o n analys is ; s e e A p p e n d i x 4. T h e r e s u l t s a r e d i s c u s s e d 
a t b e l o w . 
T o s t u d y t h e b e t w e e n - and w i t h i n - c o u n t y f a c t o r c o n t r i b u t i o n s t o r u r a l 
i nequa l i ty , p e r c a p i t a rura l G V I at t h e t o w n s h i p and v i l l age l eve l s f o r S h a n x i is 
a d o p t e d . G E m e a s u r e s and t h e c o r r e s p o n d i n g c h i - s q u a r e s ta t i s t i c s m a y b e f o u n d 
in F i g u r e 9 and T a b l e 2 0 r e spec t i ve ly . A s s h o w n in F i g u r e 9, ru ra l i nequa l i t y in 
S h a n x i h a s i n c r e a s e d at d i f f e r e n t r a t e s o v e r t i m e . F r o m 1 9 8 0 t o 1 9 8 5 , it on ly 
e d g e d u p w a r d f r o m 0 . 1 5 t o 0 . 1 7 ( G E f o r c = 0)."? A f t e r 1985 , it i n c r e a s e d 
t r e m e n d o u s l y f r o m 0 . 1 7 in 1 9 8 5 t o 0 . 2 3 in 1990 and t h e n t o 0 . 3 0 in 1 9 9 1 . I t is t o 
b e n o t e d t h a t t h e i nequa l i t y t r e n d d e r i v e d f r o m rura l G V I at t h e t o w n s h i p a n d 
v i l l age leve ls is c o n s i s t e n t w i t h t h a t c o m p u t e d by c o u n t y - l e v e l G V O ; s e e F i g u r e 
l(a) .63 
F o r f a c t o r d e c o m p o s i t i o n analys is , m r a l G V I m a y b e d e c o m p o s e d in to 
t h r e e c o m p o n e n t s : p r i m a r y , s e c o n d a r y and t e r t i a ry G V I ; s e e C h a p t e r 4 . A s 
62 The increase in inequality is statistically significant nt lhe 95% level ofconfidence; see Table 
20. 
63 It can be observed that the absolute values of GE derived respectively from the two different 
data sets are not the same for all years. Apart from thc obvious reason that different measures 
ofincome, i.e., GVO and GVI, are used, GE measures are sensitive to the aggregation levels of 
data used (Tsiii 1993). It is noted that all GE measures derived from township and village level 
data are larger than that obtained by coiinty-lcvel data; sce Figure 1(a) and Figure 9. It may be 
explained by our later conclusion that the rclalive wilhin-coiinty contributions of income 
sources are much larger than the relative bctween-county factor contributions. As GE measures 
derived from county-level data only capture (he bctwecn-coiinty disparity’ the computed values 
must smaller than that obtained by townsliip and village level data which capture both the 
within-county and between-count)' disparities. Despite this, lhe same inequality trend can be 
obtained by either GVO or GVI. 
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s h o w n in F i g u r e 10, ru ra l i n c o m e inequa l i ty in Shanx i h a s b e e n m a i n l y a t t r i b u t e d 
t o t h e s e c o n d a r y i n d u s t r y i n c l u d i n g t h e rura l i n d u s t r y and c o n s t r u c t i o n . I n 1 9 8 0 , 
t h e s e c o n d a r y i n d u s t r y a c c o u n t e d f o r nea r ly ha l f o f t h e inequa l i t y . T h e r e l a t i v e 
c o n t r i b u t i o n o f s e c o n d a r y i n d u s t r y i n c r e a s e d r ap id ly t o 7 1 p e r c e n t in 1 9 8 5 . I t 
i n c r e a s e d f u r t h e r a f t e r 1 9 8 5 at a s l o w e r ra te . In 1 9 9 0 and 1 9 9 1 , t h e s e c o n d a r y 
i n d u s t r y w a s r e s p o n s i b l e f o r 7 6 p e r c e n t o f rura l inequal i ty .^^ T h e p r i m a r y 
i n d u s t r y a l so c o n t r i b u t e d a l a r g e s h a r e v a l u e d at 3 7 p e r c e n t t o S h a n x i ' s r u r a l 
i nequa l i t y in 1 9 8 0 . B u t t h e r e l a t ive c o n t r i b u t i o n o f p r i m a r y i n d u s t r y d r o p p e d 
subs t an t i a l l y t o 3 p e r c e n t in 1985 and t h e n to a b o u t 1 p e r c e n t in 1 9 9 0 a n d 1 9 9 1 . 
F o r t h e r e l a t ive c o n t r i b u t i o n o f t e r t i a r y indus t ry , it f l u c t u a t e d b e t w e e n 16 p e r c e n t 
a n d 2 6 p e r c e n t o v e r t h e e n t i r e p e r i o d u n d e r study.^^ T h e r e f o r e , t h e emp i r i ca l ‘ 
e v i d e n c e p r o v i d e s f u r t h e r s u p p o r t f o r H l . a . 
A s b e f o r e , t h e u p w a r d m o v e m e n t o f rura l inequa l i ty h a s b e e n m a i n l y d r i v e n 
b y t h e s e c o n d a r y i n d u s t r y ; s e e F i g u r e 11.^^ T h e t e r t i a r y i n d u s t r y h a s on ly 
c o n t r i b u t e d a small a m o u n t t o t h e inequa l i ty t r end b e t w e e n 1 9 9 0 a n d 1 9 9 1 . O n 
t h e c o n t r a r y , t h e ag r i cu l t u r a l c o m p o n e n t d e c r e a s e d b e t w e e n 1 9 8 0 a n d 1 9 8 5 a n d 
t h e n r e m a i n e d u n c h a n g e d . ^ ^ T h e f i n d i n g s a re c o n s i s t e n t w i t h H l . b . 
T h e r e s u l t s o f b e t w e e n - and w i t h i n - c o u n t y f a c t o r d e c o m p o s i t i o n ana lys i s 
a r e g iven in F i g u r e 12 and 13. T a b l e 23 and 2 4 r e p o r t t h e c h i - s q u a r e s t a t i s t i c s f o r 
t h e c h a n g e s in t h e b e t w e e n - and w i t h i n - c o u n t y f a c t o r c o n t r i b u t i o n s . A s 
i l lus t ra ted in F i g u r e 12, t h e u n e v e n d e v e l o p m e n t o f t h e s e c o n d a r y i n d u s t r y w i t h i n 
64 The chi-square statistics for the relative factor contributions to inequality are listed in Table 
21. 
65 The results offtictor decomposition analysis for Shanxi are consistent with that derived from 
county-level data; see Figure 2(a). 
66 The chi-square statistics for the absolute ftctor components of inequality are tabulated in 
Table 22. 
67 The trends for all absolute fiic(or componcnls of inequality are also consistent with that 
derived from county-level data; see Fig^ire 3(a). 
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c o u n t i e s m a y b e an i m p o r t a n t f a c t o r in exp l a in ing rura l i nequa l i t y in S h a n x i o v e r 
t h e p e r i o d 1 9 8 0 - 1 9 9 1 . T h e w i t h i n - c o u n t y c o n t r i b u t i o n o f s e c o n d a r y i n d u s t r y 
a c c o u n t e d f o r 3 3 p e r c e n t o f ove ra l l i nequa l i ty in 1980 . I t i n c r e a s e d s ign i f i can t ly 
t o 5 6 p e r c e n t in 1 9 8 5 a n d t h e n r e m a i n e d s t ab l e in t h e f o l l o w i n g y e a r s . T h e 
u n e v e n d e v e l o p m e n t o f t h e p r i m a r y i n d u s t r y w i t h i n c o u n t i e s c o n t r i b u t e d t h e 
s e c o n d l a r g e s t s h a r e v a l u e d a t 3 0 p e r c e n t t o overa l l i nequa l i t y in 1 9 8 0 . B u t t h e 
w i t h i n - c o u n t y c o n t r i b u t i o n o f p r i m a r y i n d u s t r y dec l i ned d r a m a t i c a l l y t o 3 p e r c e n t 
in 1 9 8 5 and t h e n t o a b o u t 1 p e r c e n t in 1 9 9 0 and 1991 . B o t h t h e b e t w e e n - c o u n t y 
c o n t r i b u t i o n o f s e c o n d a r y i n d u s t r y and w i t h i n - c o u n t y c o n t r i b u t i o n o f t e r t i a r y 
i n d u s t r y h a v e b e e n s ign i f i can t t o overa l l inequa l i ty . T h e y f l u c t u a t e d w i t h i n smal l 
r a n g e s ( 1 5 - 2 0 p e r c e n t and 1 1 - 2 0 p e r c e n t r e s p e c t i v e l y ) o v e r t h e p e r i o d u n d e r 
s t u d y . T h e b e t w e e n - c o u n t y c o n t r i b u t i o n o f t e r t i a ry i n d u s t r y h a s b e e n c o n s t a n t a t 
a r o u n d 6 p e r c e n t . L a s t l y , t h e b e t w e e n - c o u n t y c o n t r i b u t i o n o f p r i m a r y i n d u s t r y 
h a s c o n t r i b u t e d leas t t o i nequa l i t y and b e c o m e neg l ig ib le a f t e r 1 9 8 5 . 
F r o m F i g u r e 13, it c an b e o b s e r v e d t h a t t h e i n c r e a s i n g ru ra l i nequa l i t y 
t r e n d in Shanx i h a s b e e n m o s t l y d u e t o t h e s ta t i s t ica l ly s ign i f i can t i n c r e a s e s in t h e 
w i t h i n - c o u n t y s e c o n d a r y indus t r ia l c o m p o n e n t o f inequali ty.^^ T h e b e t w e e n -
c o u n t y s e c o n d a r y indus t r i a l c o m p o n e n t o f i n e q u a l i t y h a s c o n t r i b u t e d t o a sma l l e r 
e x t e n t t o t h e u p w a r d inequa l i ty t r e n d . B o t h t h e w i t h i n - c o u n t y a n d b e t w e e n -
c o u n t y t e r t i a ry indus t r ia l c o m p o n e n t s o f inequa l i ty h a v e on ly i n c r e a s e d s l ight ly 
o v e r t i m e . O n t h e o t h e r h a n d , b o t h t h e w i t h i n - c o u n t y and b e t w e e n - c o u n t y 
p r i m a r y indus t r i a l c o m p o n e n t s d e c r e a s e d f r o m 1980 t o 1 9 8 5 and t h e n r e m a i n e d 
u n c h a n g e d . T o s u m m a r i z e , t h e empi r ica l r e su l t s d o n o t s e e m t o t o t a l l y a g r e e 
w i t h H 2 i f t h e b e t w e e n - c o u n t y c o n t r i b u t i o n o f m r a l indus t r ia l ac t iv i t i e s t o overa l l 
r u ra l inequa l i ty is c o n c e r n e d . 
68 The chi-square statistics for the between- and within-county factor components of inequality 
are given in Table 24. 
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5. 2. Discmsion ofthe Empirical Results amiPoIicy Implications 
Thi s sec t ion p r o v i d e s a d i scuss ion o f t h e empir ica l resu l t s and the i r po l i cy 
impl ica t ions . M a n y C h i n e s e off ic ia ls and scho la r s h a v e c la imed t h a t t h e m a i n 
r e a s o n f o r t h e u p w a r d rural inequal i ty t rend m a y b e insuf f ic ien t g o v e r n m e n t 
s u p p o r t f o r l e s s -we l l -o f f r eg ions , par t icu lar ly t h e cent ra l and w e s t e r n p r o v i n c e s . 
T o r e d u c e in te r reg iona l inequal i t ies , pol ic ies r ang ing f r o m prefe ren t ia l po l ic ies t o 
t h e cent ra l and w e s t e r n r e g i o n s to t h e p r o m o t i o n o f in te r reg iona l t r a d e a n d 
f a c t o r mobi l i ty h a v e been pu t f o r w a r d . O u r empir ical resu l t s a r e r e l evan t t o 
t h r e e d imens ions t o t h e s e pol icies: (1) p r o m o t i o n o f t he m r a l indus t ry in t h e 
centra l and w e s t e r n r eg ions ; (2) p r o m o t i o n o f in te r reg iona l f a c t o r mobi l i ty ; and 
(3) t h e g e o g r a p h i c a l uni t s se lec ted f o r r eg ion -based prefe ren t ia l pol ic ies and 
d e v e l o p m e n t s t r a tegy . 
W i t h r e g a r d t o (1) , o u r empir ical resul t s s h o w tha t t h e rural i ndus t ry h a s 
b e e n t h e m o s t i m p o r t a n t f a c t o r in expla in ing overal l rural inequal i ty and i ts 
u p w a r d t r end . T h u s pol ic ies wh ich e n c o u r a g e the d e v e l o p m e n t o f rural i ndus t ry 
in less d e v e l o p e d r eg ions m a y be e f fec t ive in r e d u c i n g rural inequal i ty . H o w e v e r , 
p re fe ren t ia l pol ic ies t o w a r d s the rural indus t ry in t h e centra l and w e s t e r n r e g i o n s 
d is tor t t h e m a r k e t m e c h a n i s m , thus v io la t ing the l aw of c o m p a r a t i v e a d v a n t a g e 
and sacr i f ic ing e f f ic iency f o r r educ ing inequali ty. It is na tura l t o ask h o w such 
pol ic ies should b e des igned to limit ef f ic iency loss. 
W i t h r ega rd t o (2) , t h e pos i t ive re la t ionship b e t w e e n rural indus t r ia l iza t ion 
and increas ing rural inequal i ty in China seems paradoxica l . In m a n y d e v e l o p i n g 
coun t r i e s , l ike T a i w a n and S o u t h K o r e a , mra l indus t r ia l iza t ion exe r t s an 
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e q u a l i z i n g i m p a c t o n m r a l i n c o m e d i s t r ibu t ion b e c a u s e t h e d e v e l o p m e n t o f m r a l 
i n d u s t r y g e n e r a t e s e m p l o y m e n t and i n c o m e f o r m r a l s u r p l u s l a b o r OFei e t al. 
1 9 7 9 and F i e ld s 1984) . A s p o o r e r p e a s a n t s can t a k e a d v a n t a g e o f o p p o r t u n i t i e s 
in t h e indus t r ia l s e c t o r , a dec l in ing rura l inequal i ty t r e n d m a y b e t h e r e su l t (Fe i e t 
al. 1 9 7 9 and Z h u 1992) . T h i s is, h o w e v e r , no t t r u e f o r rura l C h i n a . T h e r e m a y 
exis t o t h e r r e a s o n s in exp la in ing C h i n a ' s inc reas ing rura l inequa l i ty . S o m e h a v e 
c o n j e c t u r e d t ha t t h e d i s equa l i z ing i m p a c t o f rural i ndus t r i a l i za t ion in C h i n a c a n 
b e exp l a ined by t h e u n e v e n g r o w t h o f rural i ndus t ry d u e t o t h e c o n t i n u e d 
e x i s t e n c e o f i n t e r r e g i o n a l b a r r i e r s t ha t inhibit t h e f r e e f l o w o f f a c t o r s and o u t p u t s 
(Ca i 1994 , R o z e l l e 1994 and Z h u 1992) . 
A l t h o u g h local m a r k e t s and v a r i o u s e c o n o m i c ac t iv i t ies h a v e e x p a n d e d 
d u r i n g t h e r e f o r m s , d i f f e r en t r e g i o n s in m r a l Ch ina h a v e still b e e n s e g m e n t e d b y 
b a r r i e r s such as r o a d b l o c k s , t axes , l icensing, q u o t a s and o t h e r a d m i n i s t r a t i v e 
m e a s u r e s set u p by local g o v e r n m e n t s t o p r o t e c t local m a r k e t s ( R o z e l l e 1994) . 
D u e t o the i r o w n e r s h i p s t r u c t u r e s , rural en t e rp r i s e s usua l ly g ive p r io r i t i e s t o 
hirinQ： local w o r k e r s and u s i n g local r a w mater ia l s ; s ee C h a p t e r 2. T h e 
o 口 
i n f r a s t r u c t u r e s u c h as t r a n s p o r t a t i o n and c o m m u n i c a t i o n n e t w o r k s is 
u n d e v e l o p e d in m a n y r e g i o n s o f m r a l China . Also , t h e r e f o r m s o n p r i c e sy s t em, 
g o o d s and c red i t m a r k e t s h a v e no t ye t c o m p l e t e d (Cai 1994) . A s a c o n s e q u e n c e , 
C^  
t h e f r e e f l o w o f f a c t o r s and o u t p u t s in rural Ch ina is h i n d e r e d and se l f - su f f i c i ency 
pers i s t s . A s r i cher a r e a s usua l ly h a v e h igher industr ia l c apac i t i e s and po ten t i a l t o 
e x p a n d the i r capac i t i e s , the i r indust r ia l s e c t o r s m a y g r o w f a s t e r t h a n t h a t o f l e s s -
we l l -o fF a r ea s ( R o z e l l e 1994) . An u n e v e n g r o w t h o f rural indus t r ia l ac t iv i t ies 
t h u s resu l t s and an inc reas ing m r a l i n c o m e inequal i ty t r e n d e m e r g e s . 
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I f t h e a b o v e h y p o t h e s i s is t m e , pol icy m a k e r s shou ld p u t m o r e e m p h a s i s o n 
b r e a k i n g d o w n w h a t e v e r ba r r i e r s r a the r than a d o p t i n g v a r i o u s p re fe ren t i a l 
pol ic ies f o r l e s s - w e l l - o f f a r e a s . B y b r e a k i n g d o w n t h o s e artificial ba r r i e r s c r e a t e d 
by local leaders , a cce l e r a t i ng t h e d e v e l o p m e n t o f i n f r a s t r u c t u r e s in u n d e v e l o p e d 
a r ea s and c o m p l e t i n g r e f o r m s on pr ice sys tem, and g o o d s and c red i t m a r k e t s , a 
m o r e in teg ra ted e c o n o m y t h u s resu l t s and the rapidly d e v e l o p i n g a r e a s m a y 
s t imula te e c o n o m i c g r o w t h in l e s s - w e l l - o f f a r e a s . 
It is no t i nconce ivab l e tha t r e m o v i n g bar r ie r s on f a c t o r mobi l i ty can 
ame l io r a t e e c o n o m i c ef f ic iency. H o w e v e r , t he c o n j e c t u r e tha t i m p r o v i n g f a c t o r 
mobi l i ty can e f fec t ive ly r e d u c e rural i n c o m e inequal i ty in C h i n a is a sub jec t 
cal l ing f o r m o r e i n -dep th exp lo ra t ion . This is an in te res t ing q u e s t i o n f o r f u t u r e 
r e sea rch . 
W i t h r ega rd t o (3) above , m o s t inequa l i ty - reduc ing pol ic ies s e e m t o t a r g e t 
t h e dispar i ty a m o n g t h e centra l , eas te rn and w e s t e r n r eg ions b e c a u s e t h e cen t ra l 
and w e s t e r n p r o v i n c e s a re relat ively less deve loped . I f the cent ra l g o v e r n m e n t 
only a ims at t he n a r r o w i n g o f i n c o m e g a p s a m o n g the t h r e e r eg ions , t h e goa l 
m a y p e r h a p s b e ach ieved . O n the o the r hand , o n e m a y ask w h e t h e r pol ic ies 
ba sed on the s implis t ic par t i t ion into the th ree r eg ions o r any o t h e r f iner 
par t i t ions , e .g. , coun t i e s , t o w n s h i p s and vil lages, a re e f fec t ive if t h e r e d u c t i o n in 
overal l rural inequal i ty , inc luding bo th b e t w e e n - and wi th in - r eg ion dispar i t ies , is 
t h e objec t ive . 
O u r empir ical ev idence indica tes that the b e t w e e n - r e g i o n con t r i bu t ion o f 
rural indus t ry to overal l rural inequal i ty is highly sensi t ive t o t h e d e g r e e o f 
geograph ica l a g g r e g a t i o n . In par t icular , the b e t w e e n - r e g i o n con t r ibu t ion o f rural 
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i n d u s t r y w i t h r e s p e c t t o sma l l e r spat ia l uni t s , e .g . , t o w n s h i p s a n d v i l l ages , is 
m u c h m o r e s ign i f i can t t h a n t h e b e t w e e n - r e g i o n c o n t r i b u t i o n c o r r e s p o n d i n g t o 
l a r g e r spa t ia l un i t s , e .g . , p r o v i n c e s . T h i s impl ies t h a t t h e c h o i c e o f spa t i a l u n i t s is 
cr i t ical in d e t e r m i n i n g t h e e f f e c t i v e n e s s o f r e g i o n - b a s e d p r e f e r e n t i a l p o l i c i e s a n d 
d e v e l o p m e n t s t r a t e g y . F o r e x a m p l e , w e f ind t h a t t h e b e t w e e n - p r o v i n c e 
c o n t r i b u t i o n o f ru ra l i n d u s t r y t o overa l l rura l i nequa l i ty f o r S h a n x i , G u a n g d o n g 
a n d G a n s u w a s on ly 9 p e r c e n t , w h e r e a s t h e w i t h i n - p r o v i n c e c o n t r i b u t i o n w a s 
o v e r 6 0 p e r c e n t in 1992 . T h e r e su l t s s u g g e s t t ha t e v e n if t h e d i s p a r i t y o f ru ra l 
i n d u s t r y a m o n g p r o v i n c e s d e c r e a s e s , t h e r e d u c t i o n in t o t a l ru ra l i n e q u a l i t y m a y 
b e negl ig ib le . O n t h e o t h e r h a n d , rura l inequa l i ty m a y d e c r e a s e subs t an t i a l l y i f t h e 
w i t h i n - p r o v i n c e d i spa r i t y is r e d u c e d . F r o m this a s p e c t , r e c e n t d i s c u s s i o n a b o u t 
ru ra l i nequa l i t y in C h i n a o n t h e bas i s o f t h e d i spar i ty a m o n g t h e cen t r a l , e a s t e r n 
and w e s t e r n r e g i o n s m a y e v e n b e m o r e mis lead ing . P r e f e r e n t i a l po l i c i e s a n d 
d e v e l o p m e n t s t r a t e g y t a r g e t i n g smal l e r spat ial un i t s , e .g . , c o u n t i e s , t o w n s h i p s 
a n d v i l lages , s e e m t o b e m o r e e f f e c t i v e in r e d u c i n g to t a l ru ra l inequal i ty .^^ 
F u r t h e r m o r e , as T s u i ( 1 9 9 6 ) m e n t i o n e d , i n e q u a l i t y - r e d u c i n g po l i c i e s 
t a r g e t i n g l a r g e r g e o g r a p h i c a l un i t s , e .g . , p r o v i n c e s , m a y h a v e a h i g h e r c h a n c e o f 
b e n e f i t i n g t h e h i g h - i n c o m e o r n o n - t a r g e t e d p o p u l a t i o n b e c a u s e m o r e n o n -
t a r g e t e d p e a s a n t s a r e i nc luded . U n l e s s t h e po l icy i n s t r u m e n t a d o p t e d is se l f -
t a r g e t i n g , i.e., it d o e s n o t e n c o u r a g e n o n - t a r g e t e d p e a s a n t s t o p a r t i c i p a t e , ru ra l 
e n t e r p r i s e s in w e a l t h i e r a r e a s wi th in t h e t a r g e t e d r e g i o n s m a y o b t a i n m o r e 
privileges.7o C o n s e q u e n t l y , t h e w i t h i n - r e g i o n c o n t r i b u t i o n o f rura l i n d u s t r y t o 
overa l l ru ra l i nequa l i ty inc reases . It is poss ib l e t ha t t h e d e c r e a s e in b e t w e e n -
r e g i o n c o n t r i b u t i o n o f rura l i n d u s t r y is o f f se t by t h e i n c r e m e n t in t h e w i t h i n -
69 If factor immobility is a critical factor behind incrcnsing rural inequality, policy makers 
should focus on removing barriers among smaller spnlinl units; e.g., townships and villages. 
70 See Tsii i( l996). 
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r e g i o n c o n t r i b u t i o n . O u r f i n d i n g s t h a t t h e b e t w e e n - r e g i o n c o n t r i b u t i o n s t o r u r a l 
i nequa l i t y c o r r e s p o n d i n g t o sma l l e r spat ia l un i t s a r e l a r g e r t h u s p r o v i d e f u r t h e r 
s u p p o r t f o r th is a r g u m e n t / ^ T h e r e f o r e t h e p r o m o t i o n o f t h e d e v e l o p m e n t o f r u r a l 
e n t e r p r i s e s in t h e c e n t r a l and w e s t e r n r e g i o n s s e e m s un l ike ly t o r e d u c e o v e r a l l 
ru ra l inequa l i ty . 
In c o n c l u s i o n , t h e rura l i n d u s t r y h a s b e e n ma in ly r e s p o n s i b l e f o r C h i n a ' s 
ru ra l i n c o m e i n e q u a l i t y and its u p w a r d t r end . T h e c o r r e l a t i o n b e t w e e n r u r a l 
i ndus t r i a l i z a t i on a n d i n c r e a s i n g rura l inequa l i ty m a y b e e x p l a i n e d b y t h e f a s t e r 
g r o w t h o f rura l i n d u s t r y in r i che r a reas . O u r empi r i ca l e v i d e n c e f u r t h e r s u g g e s t s 
t h a t t h e c o n t r i b u t i o n o f u n e v e n r eg iona l d e v e l o p m e n t o f rura l i n d u s t r y t o t o t a l | 
ru ra l i nequa l i ty is q u i t e sens i t ive t o t h e spat ial un i t s s e l ec t ed . In p a r t i c u l a r , t h e 
r e g i o n a l d i spa r i t i e s o f rura l i n d u s t r y w i th r e s p e c t t o sma l l e r spat ia l u n i t s a r e 
m u c h s ign i f ican t . T h e i m p l i c a t i o n s shed light on t h e d e s i g n o f r e g i o n - b a s e d 
p r e f e r e n t i a l po l i c i e s and d e v e l o p m e n t s t r a t egy . I n s t e a d o f t a r g e t i n g l a r g e spa t ia l j 
i 
uni t s , e .g . , p r o v i n c e s , po l i c i e s b a s e d on f ine r pa r t i t i ons , e .g . , c o u n t i e s , t o w n s h i p s I 
a n d v i l lages , a r e m o r e e f f e c t i v e in r e d u c i n g overa l l ru ra l inequa l i ty . L a s t b u t n o t 
I 
l eas t , m o s t i n e q u a l i t y - r e d u c i n g po l ic ies s e e m t o s ac r i f i ce e f f i c i ency f o r equ i ty . I f 
r e s t r i c t i o n s o n f a c t o r mobi l i ty a re cri t ical t o u n e v e n r e g i o n a l g r o w t h o f r u r a l 
i ndus t ry , a l t e r n a t i v e po l i c i e s shou ld f o c u s on b r e a k i n g d o w n w h a t e v e r b a r r i e r s 
a m o n g r e g i o n s . H o w e v e r , t h e i n f luence o f f a c t o r immobi l i t y o n rura l i nequa l i t y 
m a y n e e d ftirther s t udy . 
7丨 Based on a household siirvey for Guangdong and Sichuan. Tsui (1996) concludes that the 
within-province contribution of wagc income from riiml enterprises dominates the between-
province contribution. This is consistent with oiir results derived from pooled county-level data 
for Shanxi, Guangdong and Gansii. On thc o(hcr hand, our findings based on township and 
village level dnta for Shanxi show lhnl thc witliin-county contribution of mral industry is 
larger than the between-county contribution. Howcvcr, Tsiii finds that the within-coiinty 
contribution of rural enterprises is much more significant for Sichuan, whereas the between-
county contribution of rural enterprises scems to larger than the within-coiinty contribution. 
57 
6. Summary 
T h e main p u r p o s e o f t h i s p a p e r is to ident i fy t h e f a c t o r s b e h i n d inc reas ing 
rura l inequal i ty in C h i n a and t o e x a m i n e the impac t o f u n e v e n r eg iona l 
d e v e l o p m e n t o f rura l i ndus t ry on m r a l inequal i ty w i th t h e he lp o f a sy s t emic 
analyt ical f r a m e w o r k . B y d e c o m p o s i n g inequal i ty index, t h e c o n t r i b u t i o n s o f 
i n c o m e s o u r c e s t o C h i n a ' s rural inequal i ty are assessed . T o e v a l u a t e t h e spat ia l 
e f f e c t s o f i n c o m e s o u r c e s , this p a p e r a d o p t s a newly d e v e l o p e d m e t h o d t o 
f l i r ther d e c o m p o s e t h e f a c t o r con t r i bu t ions t o inequal i ty in to the i r b e t w e e n - and 
w i th in - r eg ion con t r ibu t ions . F u r t h e r m o r e , a novel stat ist ical i n f e r e n c e p r o c e d u r e 
is d e v e l o p e d t o tes t t h e c h a n g e s in tota l inequal i ty as well as its d e c o m p o s e d | 
I 
c o m p o n e n t s . ！ 
I 
O u r ana lyses mainly f o c u s on the p o p u l a r v i e w s o n rura l inequal i ty 




( H 1 ) I n c o m e s o r ig ina ted f r o m ruraI industrial act ivi t ies h a v e b e e n a d o m i n a n t 丨 
I 
and an inc reas ing c o m p o n e n t o f overal l rural i n c o m e inequal i ty . 
( H 2 ) T h e inc reas ing con t r ibu t ion o f mra l industr ial s e c t o r t o overal l rura l 
inequal i ty is d u e to increas ing u n e v e n regional d e v e l o p m e n t o f rura l industr ia l 
act ivi t ies. 
T h e main f ind ings o f this p a p e r a re suminar ized be low. 
U s i n g a c o m p l e t e set o f c o u n t y - l e v e l data , rural i n c o m e inequal i ty t r e n d f o r 
Shanxi (a centra l p rov ince ) t h r o u g h o u t the r e f o r m s is ob ta ined . O u r f i gu re s s h o w 
tha t rural inequal i ty in Shanxi changed insignif icantly a f t e r 1978. A f t e r t he 
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i n t r o d u c t i o n o f t h e m r a l indus t r ia l r e f o r m s in 1984 , S h a n x i ' s ru ra l i n e q u a l i t y 
exh ib i t ed a t r e m e n d o u s inc rease . T h e u p w a r d i nequa l i t y t r e n d s l o w e d d o w n 
b e t w e e n 1 9 8 7 a n d 1 9 9 0 . S i n c e t h e i m p l e m e n t a t i o n o f po l i c i e s bene f i c i a l t o m r a l 
e n t e r p r i s e s in 1 9 9 l / ^ S h a n x i ' s rura l inequa l i ty h a s m o v e d u p w a r d a t a h i g h r a t e . 
A l t e r n a t i v e a n a l y s e s d e m o n s t r a t e t h a t rura l i nequa l i ty in G u a n g d o n g ( an e a s t e r n 
p r o v i n c e ) h a s m o v e d u p w a r d s ign i f ican t ly a f t e r 1 9 8 8 and inequa l i t y in r u r a l 
G a n s u (a w e s t e r n p r o v i n c e ) h a s i n c r e a s e d subs tan t i a l ly s ince 1990 . 
f 
1 
T h e i m p a c t o f t h e r e f o r m s on rura l i n c o m e d i s t r i bu t i on is a p p a r e n t f r o m | 
t h e f a c t o r d e c o m p o s i t i o n ana lys i s u s i n g c o u n t y - l e v e l d a t a f o r Shanx i . D e s p i t e t h e j 
f 
s h a r p r i ses in ag r i cu l t u r a l o u t p u t a f t e r t h e i n t r o d u c t i o n o f t h e ag r i cu l tu ra l r e f o r m s | 
in 1978 , b o t h t h e r e l a t i ve and a b s o l u t e c o n t r i b u t i o n s o f a g r i c u l t u r e t o ru ra l 
‘ i 
inequality dropped substantially. On the other hand, the rural industrial reforms I 
s ince 1 9 8 4 h a v e r e s u l t e d in d r a m a t i c i n c r e a s e s in rura l inequa l i ty , e spec ia l ly , 
d u r i n g 1 9 8 4 t o 1 9 8 7 . O u r empi r ica l f i nd ings revea l t h a t t h e p e r s i s t e n t u p w a r d 
inequa l i t y t r e n d a f t e r 1 9 8 4 h a s b e e n p r e d o m i n a n t l y d r iven b y ru ra l i ndus t r i a l | 
ac t iv i t ies . O t h e r n o n - a g r i c u l t u r a l ac t iv i t ies such as t r a n s p o r t a t i o n and c o m m e r c e 
I 
h a v e c o n t r i b u t e d less t o i nc r ea s ing inequal i ty . In r e c e n t y e a r s , t h e ru ra l i n d u s t r y 
h a s b e c o m e m o r e i m p o r t a n t in exp la in ing u n e v e n m r a l i n c o m e d i s t r i bu t i on a n d 
h a s b e e n a d o m i n a n t c o n t r i b u t i o n to. rural inequal i ty . T h e r e l a t i onsh ip b e t w e e n 
rura l i ndus t r i a l i za t ion and inc reas ing inequal i ty is ftirther c o n f i r m e d in b o t h 
s t u d i e s o f G u a n g d o n g and G a n s u , d e s p i t e the i r d i f f e r e n c e s in g e o g r a p h i c a l 
l oca t i on , level o f e c o n o m i c d e v e l o p m e n t as well as t h e d e v e l o p m e n t o f m r a l 
indus t r ia l ac t iv i t ies . T h e a b o v e r e s u l t s . t h u s p r o v i d e a qua l i f i ed j u s t i f i c a t i o n f o r 
H 1 . 
72 Scc Chapter 2. 
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T o inves t iga te H 2 , t he newly d e v e l o p e d d e c o m p o s i t i o n m e t h o d is a d o p t e d . 
T h e coun ty - l eve l d a t a f o r Shanxi , G u a n g d o n g and G a n s u a r e p o o l e d t o g e t h e r t o 
a s sess t h e b e t w e e n - and w i t h i n - p r o v i n c e f a c t o r c o n t r i b u t i o n s t o overa l l ru ra l 
inequal i ty . O n e s t r ik ing f e a t u r e t o b e no t ed is tha t overal l rural inequa l i ty h a s 
b e e n p r e d o m i n a n t l y d u e t o t he u n e v e n d e v e l o p m e n t o f rural indust r ia l ac t iv i t ies 
wi th in each p rov ince . O n the con t r a ry , the d ispar i ty o f rura l indus t r ia l 
d e v e l o p m e n t a m o n g t h e t h r e e p r o v i n c e s has only cons t i t u t ed a small s h a r e o f 
overa l l rura l inequal i ty . F o r t he increas ing inequal i ty t r end , it m a y b e exp la ined k 
. I 
by t h e stat is t ical ly s ignif icant increases in the w i t h i n - p r o v i n c e rura l indust r ia l ^ 
S 
c o m p o n e n t o f inequal i ty . T h e b e t w e e n - p r o v i n c e c o m p o n e n t has only ！ 
I 
c o n t r i b u t e d , t o a smal ler ex ten t to , t he u p w a r d inequal i ty t r end . I f t h e b e t w e e n - | 
p r o v i n c e con t r i bu t ion is c o n c e r n e d , o u r f indings d o no t s e e m t o ful ly s u p p o r t j 
H 2 . 
I 
. I 
T h e b e t w e e n - and w i th in -p rov ince f ac to r d e c o m p o s i t i o n analysis s e e m s t o j 
s u g g e s t tha t b e t w e e n - r e g i o n f a c t o r con t r ibu t ion t o overal l rural inequal i ty is j 
qu i t e sens i t ive t o t h e spatial uni t s se lected. T h u s o n e na tura l ex t ens ion is t o app ly j 
I 
t h e f r a m e w o r k d e v e l o p e d t o l o w e r agg rega t i on levels, e .g. , coun t i e s , t o w n s h i p s 
and vi l lages. T o e s t ima te t he b e t w e e n - and w i t h i n - c o u n t y f a c t o r con t r i bu t i ons t o 
to ta l rural inequal i ty , t o w n s h i p and vi l lage level da t a f o r Shanxi a re e m p l o y e d . 
W e c o n c l u d e tha t overal l rural inequal i ty has been mainly caused by the u n e v e n 
d e v e l o p m e n t o f t h e s e c o n d a r y indust ry , largely m a d e u p o f rural indus t ry , wi th in 
each coun ty . T h e re la t ive b e t w e e n - c o u n t y con t r ibu t ion t o rural inequal i ty o f t h e 
s e c o n d a r y indus t ry has also been significant . F u r t h e r m o r e , t he increas ing 
inequal i ty t r end in rural Shanxi has been most ly dr iven by the stat ist ically 
s ignif icant i nc r emen t s in t he w i th in -coun ty s e c o n d a r y industr ial c o m p o n e n t o f 
inequali ty. T h e b e t w e e n - c o u n t y seconda ry industrial c o m p o n e n t has a c c o u n t e d 
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less f o r t h e u p w a r d inequal i ty t r end . W i t h r ega rd t o t h e b e t w e e n - c o u n t y 
con t r i bu t i on , t he empir ica l e v i d e n c e also d o e s no t s eem t o to ta l ly a g r e e w i t h H 2 . 
T o c o n c l u d e , t h e rural i ndus t ry has been a d o m i n a n t f a c t o r b e h i n d C h i n a ' s 
rura l inequal i ty and its inc reas ing t r end . T h e pos i t ive re la t ionsh ip b e t w e e n ru ra l 
indus t r ia l iza t ion and inc reas ing inequal i ty in rural Ch ina m a y b e exp la ined b y 
inc reas ing u n e v e n reg ional d e v e l o p m e n t o f m r a l industr ia l act ivi t ies . 
F u r t h e r m o r e , o u r s tud ies reveal tha t t he con t r ibu t ion o f reg ional d i spar i ty o f 
rura l i ndus t ry t o overal l m r a l inequal i ty is qu i te sensi t ive t o t h e d e g r e e o f 
g e o g r a p h i c a l a g g r e g a t i o n . In par t icu la r , t he b e t w e e n - r e g i o n con t r i bu t ion o f rura l 
i ndus t ry c o r r e s p o n d i n g t o smal ler spatial uni ts , e .g. , t o w n s h i p s and vi l lages , is 
m u c h m o r e s ignif icant than the b e t w e e n - r e g i o n con t r ibu t ion w i th r e s p e c t t o 
l a rger spatial uni ts , e .g . , p rov inces . 
T h e impl ica t ions o f t he a b o v e conc lus ion a re crucial t o t h e des ign o f 
r e g i o n - b a s e d prefe ren t ia l pol ic ies and d e v e l o p m e n t s t ra tegy . O u r f ind ings c a u t i o n 
pol icy m a k e r s no t t o o v e r l o o k wi th in - reg ion dispari t ies . W i t h o u t a wel l d e s i g n e d 
se l f - t a rge t ing in s t rumen t , inequa l i ty - reduc ing pol ic ies t a rge t i ng l a rge spatial 
uni ts , e .g . , p rov inces , m a y even en la rge wi th in - reg ion dispari t ies . I n s t e a d o f 
t a r g e t i n g la rge spatial uni ts , pol ic ies based on f iner par t i t ions , e .g . , coun t i e s , 
t o w n s h i p s and vi l lages, seem to b e m o r e e f fec t ive in r e d u c i n g to ta l rural 
inequal i ty . 
In addi t ion , m o s t pol ic ies f o r r educ ing rural inequal i ty s eem t o c o m p r o m i s e 
ef f ic iency f o r equi ty . If f a c t o r immobil i ty is critical to u n e v e n reg iona l g r o w t h o f 
t h e rural indus t ry , a l te rna t ive pol icies should put m o r e emphas i s on b r eak ing 
d o w n w h a t e v e r bar r ie rs a m o n g regions , especial ly a m o n g smaller spatial units . 
6 1 
T h e r e f o r e a m o r e in t eg ra t ed e c o n o m y will e m e r g e and t h e rap id ly g r o w i n g a r e a s 
m a y s t imula t e t h e g r o w t h in l e s s -we l l -o f f areas . S u c h pol icy i n s t r u m e n t s m a y 
r e d u c e rura l inequal i ty w i t h o u t sacr i f ic ing e c o n o m i c ef f ic iency. H o w e v e r , t h e 
c o n j e c t u r e t ha t f a c t o r immobi l i ty is a crucial f a c t o r beh ind t h e u n e v e n r eg iona l 
g r o w t h o f r u r a l i ndus t ry is a sub jec t call ing f o r m o r e i n -dep th exp lo ra t i on . 
T h e conc lu s ion o f th is p a p e r is based on coun ty - l eve l d a t a f o r Shanxi , 
G u a n g d o n g and G a n s u as well as t o w n s h i p and vi l lage level d a t a f o r Shanxi . I t 
s e e m s l eg i t ima te t o ask if t h e conc lus ion is sensi t ive t o t h e r e g i o n s c h o s e n and 
t h e a g g r e g a t i o n levels o f da t a emp loyed . Wi th t he inc reas ing availabil i ty o f 
C h i n e s e stat is t ics , par t icu lar ly m r a l househo ld su rvey da ta , o u r s t udy m a y b e 
e x t e n d e d t o all p rov inces . 
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APPENDDC 1 
Derivation ofthe Extended Shorrocks' Decomposition Rule 
T h e r e l a t i v e c o n t r i b u t i o n t o inequa l i ty o f t h e 众-th i n c o m e s o u r c e is 
s 二讀0；,，少) 
k v a r ( j O • 
T h e c o v a r i a n c e t e r m in t h e n u m e r a t o r m a y b e d e c o m p o s e d as 
“1 _ _ 
c o v ( j ; , , y) = X —()�-歹")(乂 -刃 ！ 
t i ^ 7 I 
o "g 1 _ I 
= Z Z - o ^ i ' - y j x ' 
;^=i ;=i ” 
- t i - ^ y i - y ' ) y f ^ t t ^ ^ r . -y^^yf 
g=\ /二1 ” .?=i '=丨“ I 
= f ^ c o v o , f , _F ‘ ) + z - o ' f - y^ )尸 
^ “ .'=1 n 
= | > � c o v C F f , r ” + c o v [ 0 ^ , . . . , J ^ ; ) ’ 0 7 � , . . . , y % ) ] . ！ 
g=l ^ 
T h e r e f o r e , 
^ c o v ( j , ^ , , e ) 丄 c o v [ ( y > i， . . . , j " f ^ o ) , ( y 1^，. • •, 3"^^G)] 
c 二 > 飞" ^ ^ ^ h 
‘ 台 ‘ v a r O O v a r ( j O 
=�vgk + bgk. 
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APPENDD( 2 
Derivation of the Asymptotic Distributions of Inequality Index and Its 
Decomposed Components. 
T o d e r i v e t h e a s y m p t o t i c v a r i a n c e s , V/, i nequa l i ty i n d e x a n d i ts d e c o m p o s e d 
c o m p o n e n t s a r e c o n s t r u c t e d r e s p e c t i v e l y as f u n c t i o n s o f t h e r a w m o m e n t s o f 
i n c o m e , i n c o m e s o u r c e s a n d / o r t r a n s f o r m a t i o n s o f i n c o m e . i .e. , 
e 二 ^m), 
w h e r e m = ( w i , . . . , m^) is a v e c t o r o^q d i f f e r e n t r a w m o m e n t s . U n d e r s o m e spec i f i c | 
a s s u m p t i o n s o n t h e u n d e r l y i n g d i s t r i bu t ion o f p e r c a p i t a i n c o m e o r i n c o m e s o u r c e s , 
t h e a s y m p t o t i c d i s t r i b u t i o n o f m m a y b e f o u n d . In o r d e r t o g e t t h e a s y m p t o t i c ！ 
I 
d i s t r i b u t i o n o f 6, t h e f o l l o w i n g t h e o r e m (Se r f l i ng 1980 , p. 124 ) is i n v o k e d , | 
Theorem. G i v e n t h a t y„ = 0 ^ , . . . , ; v ) is a s y m p t o t i c a l l y n o r m a l w i t h m e a n / / = . 
( / / „ 1，...， / v ) and v a r i a n c e - c o v a r i a n c e m a t r i x n'^Z. L e t gCy), y = O ^ b - y ^ X b e a r ea l -
I 
1 
v a l u e d f u n c t i o n h a v i n g a n o n z e r o d i f fe ren t ia l a t j ^ = fi . T h e n 
I 
4^{g{y)-gm^AN{O.GY.G). 
w h e r e 
/ \ 
G= _ ^ Al_ 
卞 心 … , 〜 」 . 
A s m is a s y m p t o t i c a l l y n o r m a l w i t h m e a n /i；,, and v a r i a n c e - c o v a r i a n c e n ' % , , b y t h e 
s t a t e d t h e o r e m , 6 ( m ) is a l so n o r m a l l y d i s t r ibu ted as f o l l o w , 
V ^ [ ^ ( m ) - ^ ( ^ i J ] — ^A^(0 , / ) Z ^ / ) ' ) , 
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w h e r e 
_f d6 dO � 
“ ~ o ，• • •) ~^ • 
dm, ani-
\ ’ =^/^ m q m=n„J 
T h e detai led d iscuss ion o f t h e a s sumpt ions on the under ly ing dis t r ibut ions o f p e r cap i ta 
i n c o m e and i n c o m e s o u r c e s and on the va r i ance -cova r i ance mat r ix S^ , as wel l as t he 
der iva t ion o f t he der iva t ive t e rms in D f o r inequal i ty index and its d e c o m p o s e d 
c o m p o n e n t s a re p re sen ted in t he fo l lowing sect ions. 
� 
j' 




Given an i n c o m e dis t r ibut ion vec to r y 二 O^i,..., > 0，w h e r e y . (/ = 1，."，n) is an \ 
j 
a g g r e g a t e pe r cap i ta income, each 乂 may be perce ived as a sampl ing o u t c o m e f r o m an | 
under ly ing dis t r ibut ion d u e to da ta errors . If w e a s s u m e tha t all under ly ing dis t r ibut ions 丨 
of y ^ s are identical and _y/s are independent o f each o ther , i.e., 乂 is identically ^ 
i ndependen t d is t r ibuted (i.i.d.) as 
yi � ( " ) ” c r � 
with mean jLiy and va r i ance cr；, the asympto t ic dis t r ibut ion o f the mean or f irst m o m e n t , 
o f> / , y , can b e ob ta ined as ( M o o d et al. 1974, p. 228 ) 
y-AN{jLLy,G-y /n). 
T h e var iance a； may be es t imated by the sample var iance , 
sl=-t(y.-yy--
r^tt 
T h e same m e t h o d o l o g y may be applied to find the var iances o f o the r m o m e n t s o f > . o r 
t r ans fo rma t ions o f y , . 
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T h e a s s u m p t i o n o f i.i .d. o f ) � is on ly d u e t o p rac t i ca l c o n s t r a i n t . I f t h e 
a s s u m p t i o n is r e l a x e d , t h e v a r i a n c e o f y m a y n o t b e e s t i m a t e d f r o m t h e ava i l ab le d a t a . 
F o r e x a m p l e , if w e a s s u m e t h a t y , ' s a r e i n d e p e n d e n t l y d i s t r i b u t e d w i t h iden t i ca l m e a n 
b u t d i f f e r e n t v a r i a n c e s , i .e. , 
少,_~(//广0"二) f o r / = l , . . . , 7 7 , 
t h e v a r i a n c e o f y b e c o m e s 
1 f “ � � 
var(J7) = - v a r J ^ y , t 
n \ /=i / t； 
'丨 
= A " i > a r C V / ) '•• c o v ( > ' , , ; A ) = O f o r / 7 ^ 7 f 
“ - � I 
=取. ！ /1 ,'_ 1 
. I 
H o w e v e r , crJ,. c a n n o t b e f o u n d u n l e s s f l i r the r i n f o r m a t i o n l ike c r o s s - s e c t i o n a l d a t a a t | 
l o w e r a g g r e g a t e l eve l s is ava i lab le . Similar ly , if w e a s s u m e t h a t y,'s a r e i n d e p e n d e n t l y | 
d i s t r i b u t e d w i t h iden t ica l v a r i a n c e b u t d i f f e r e n t m e a n s , i .e. , ^ 
乂.〜（//,,,(7^) f o r / = l”..，"， j 
t h e n • 
v a r ( y ) = E ( y ' ) - E ( j - y 
1 f “ V 1 f ” V 
= 7 五 s ) � - ^ � � ' . n V,=i 乂 n V,-i J 
= 4 f f i > , 2 + i ^ z y , y y . ] - + f l x + z i x . " ) 7 . 
” V/=i ,=i j^i y ” V/=i i=\ j�i J 
( /1 � 
二 ^  t [ E ( y f ) — /4] + ZZ[五(只)、.)-/W",] 
” V/=i /=i i^i ) 
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1 “ 0"2 
= ^ Y v ^ v ( y . ) = — ... covCv,,_y .) 二 0 for / 本 j. 
n t ^ n 
B u t t h e e s t i m a t o r o f o ^ 
? = 丄 玄 ( 乂 - 歹 ) 2 , 
ntt 
c a n n o t b e o b t a i n e d a s w e h a v e n o i n f o r m a t i o n o n y . 
B a s e d o n t h e a b o v e a s s u m p t i o n , t h e a s y m p t o t i c v a r i a n c e s o f i n e q u a l i t y i n d e x 
V 
i 
a n d i ts d e c o m p o s e d c o m p o n e n t s a r e t h e n d e r i v e d in t h e f o l l o w i n g s e c t i o n s . ; 
V I ；1 
ll '^  
Derivation ofthe Asymptotic Variances of the Generalized EntropyMeasvres ^ 
‘ f 
！ 
F o r c = 0 , G E m a y b e r e w r i t t e n as | 
/ o = ^ . O g ^ { 
n t ^ 兄 ( 
1 “ ^ 
= l o g y _ _ J]logy, . I 
r ^ t t I 
_ _ I 
= i o g y - z ' 
= 7 o C ^ , F ) , 
w h e r e Z/ 二 l o g > v 
T h e par t ia l d e r i v a t i v e s o f /。(歹,z) a r e ‘ 
丛 ： 丄 
3 歹 歹 ， 
丛 二 — l . 
dz 
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T h e a s y m p t o t i c v a r i a n c e o f / o is J%S()Ai ' , w h e r e J% is t h e r o w v e c t o r o f t h e par t i a l 
d e r i v a t i v e s and Zo is t h e v a r i a n c e - c o v a r i a n c e ma t r ix o f y and z . I t c a n b e s h o w n t h a t 
So = /7" 'Zo w i t h § 0 is t h e v a r i a n c e - c o v a r i a n c e m a t r i x o f y a n d z. 
F o r c == 1， 
/ i = ^ l o g 4 
^1^ y y 
1 ” 一 、 
= -J^y^^ogy,-logy. I' 
ny /=i 丨‘丨 
li 
W . — ！^ 
= = - l o g ^ 1丨 
y t 
_ 一 i 
= ( (兄1下 )’ , 
w h e r e w , = y/log)々， \ 
a n d I 
^ 7 , _ w 1 I 
^ — 一 ―“—2 — , k 力少 y y ‘ 
^ . 1 ! 
^ w y J 
Similar ly , t h e a s y m p t o t i c v a r i a n c e o f / i is r r ' D , t , D , •, w h e r e / ) i is t h e g r a d i e n t v e c t o r 
and E , is t h e v a r i a n c e - c o v a r i a n c e m a t r i x o f > and w. 
F o r c 7^ : 0, 1, 
/ \ c 
I a ^ y � - 1 
‘ n c ( c - \ ) ^ \ y y J 
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1 f \ 
. _ ^ K _ i l 
c{c-i)Vr J 
= h(y^ ” 0 ’ 
w h e r e 
^ c = - Z X 
« M 
is t h e c - t h m o m e n t o f > . T h e par t ia l de r iva t i ve s o f /“兄 m^) a r e 
dIc = _ _ 1 nic 
石 二 - “ ^ 产 ；.! 
11^二」__L ：丨 
^m^ c{c-l) y ' || 
1 
il ！ � s 
T h e a s y m p t o t i c v a r i a n c e o f / . is n ' D ^ t ^ D ； , w h e r e D � i s t h e g r a d i e n t v e c t o r a n d S ^ ？ 
！ 
is t h e v a r i a n c e - c o v a r i a n c e m a t r i x o f j； and / . j 
'I 
f 
Derivation of the Asymptotic Variances ofSk and Sk I 
f 
T o d e r i v e t h e a s y m p t o t i c v a r i a n c e s o f t h e f a c t o r c o m p o n e n t s o f inequa l i ty , w e 丨  
, 1 
a s s u m e t h a t e a c h i n c o m e s o u r c e f o r t h e en t i r e p o p u l a t i o n is i . i .d. f o r t h e s imi lar r e a s o n ！ 
as b e f o r e . F r o m s e c t i o n 4 . 2 , t h e re la t ive c o n t r i b u t i o n t o i nequa l i t y o f t h e " - t h i n c o m e is 
^ 二 covQ；,’}) 
‘ v a r (，） . 
L e t 
又二丄^>57 f o r 5 , = l , . . . , X , 
n /二丨 
1 n K 
歹二一 1 ]乂 = Z y , , 
^ 7 = 1 .y=I 
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1 “ 
^p, = —2]少,/3^ =爪卯 ^orp,q= l,...,A:. 
^ ,=i 
T h e c o v a r i a n c e a n d v a r i a n c e t e r m s in Sk m a y b e e x p r e s s e d r e s p e c t i v e l y a s 
r K \ 
c o v ( j ; , , y) = m , , + Y , m,^ + X “？成—)^ I Z 兄-
k>s k<s ^ 5=1 ^ 
a n d 
K f \ f K \ -
v a r O O 二 艺 m^^ + 2 ^ w ^ , - 工 又 . 
_j=l V r<s ) 乂>5=1 乂 
T h e r e f o r e , f\ 
} 
f K \ |j 
r^kk ^Yu"'ks + Z " 7 i -yAJ^y^ ； 
^ ^ �.y=l ^ ( 
Sk = ~ " r ? A ~ ~ r K _ y j 
Z " 7 , , + 2 ¾ ^ - ¾ 
5=1 V r<s J ^ s=\ 乂 I 
= ^\iys."^p,)^ I 
w h e r e y^ and ntp^ a r e t h e v e c t o r s f o r J7^ {s = 1,..., K) a n d rUpcj Q^, q 二 1,...，K a n d p > | 
q) r e spec t i ve ly . T h e pa r t i a l d e r i v a t i v e s o f .s;. ( j7 , , m , ) J a r e • 
'I 
3 � 二 2 3 ^ - y - y , 1 
d y ^ v a r ( j O ’ ！ 
% 
^ ^ 2 ¾ ^ f o r 6 , ^ y ^ , 
d y , v a r ( j ; ) 
a � 二 1-、’， 
d w ^ v a r ( j ; ) , 
a � � = — _ ^ L _ f o r ^ ^ A ^ 
^ri^pp v a r ( j ; ) 
1 ^ = 3 、 二 > ^ ^ 1 ^ f o r p < k and q > K 
— p 3爪树 v a r O O 
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a � = — — 2 ‘ � f o r p � q 本 k a n d p > q. 
^rripq v a r ( j ; ) 
A s b e f o r e , t h e a s y m p t o t i c v a r i a n c e o f ^ is D j : , D , \ w h e r e D , is t h e r o w v e c t o r o f t h e 
par t ia l d e r i v a t i v e s o f .s> w i t h r e s p e c t t o (兄’饥押）and Ss is t h e v a r i a n c e - c o v a r i a n c e 
m a t r i x o f ( J , , m^ ,^ ) . 
A s t h e a b s o l u t e c o n t r i b u t i o n t o inequa l i ty is 
Sk = Sk.I, ;| 
a n y par t ia l d e r i v a t i v e o f & m a y b e o b t a i n e d as n 
ii j 
S,=s,'I + s,'I. 5 
1 1 
G E f o r c = 0 is u s e d t o d e r i v e & . T h e index m a y b e e x p r e s s e d as 
I 
/ = A)Cv) = i o g ^ - F i ,. 
f K >i I 





d l _ 1 J 
^ys f 
dl 1 
= — 1 . 
di 
T h e r e f o r e , 
& =S^(y.s,"ipq,I). 
T h e par t ia l d e r i v a t i v e s o f S \ (歹,，〜，幻 a re 
找 — 〔 巩 - 3 7 - 歹 。 化 、 1 
^y^ V v a r ( j ; ) J k y 
76 
! 4 巩 - 3 ^ 0 . , + 〜.丄 f o r . ^ y ^ , 
3 又 V v a r ( j ; ) J y 
权 J 1 叫 , ， 
&ii^k v v a r ( j ; ) j ’ 
找 = - ~ - � ~ . I for p 本 k, 
^ m p p v a r ( j ; ) 
伐 二 _ ^ A _ = f l z ^ 1 . / f o r p < k and q > k, 
d m , ^ d m ^ , Uar(;；)； 
K. 
找 二 -_？：^./ f o r p , q ^ k a n d p > q, !, 
� q v a r ( j ; ) p, 
'I 
d Sk j 
——-二 -Sk. 
d ! ‘ j 
T h e a s y m p t o t i c v a r i a n c e o f & is D s ^ s , w h e r e A s is t h e g r a d i e n t v e c t o r a n d Es is t h e 1 
. - - t 
v a r i a n c e - c o v a r i a n c e m a t r i x o f ( J ^ , 爪丨 )。 , z ) • ^ 




W h e n t h e e n t i r e p o p u l a t i o n is p a r t i t i o n e d in to G r e g i o n s , t h e a s s u m p t i o n o n t h e ‘ 
d i s t r i b u t e d b e h a v i o r o f i n c o m e s o u r c e s is m o d i f i e d . E a c h i n c o m e s o u r c e is n o w 
a s s u m e d t o b e i . i .d. w i t h i n i ts c o r r e s p o n d i n g r eg ion , i .e. , w i t h i n - r e g i o n h o m o g e n e o u s , 
b u t n o t ident ica l ly d i s t r i b u t e d b e t w e e n r eg ion , i.e., b e t w e e n - r e g i o n h e t e r o g e n e o u s , as 
y ' r H � \ ” f o r g = l ” . . ， G . 
In add i t i on , all i n c o m e s o u r c e s a re a s s u m e d t o b e b e t w e e n - r e g i o n i n d e p e n d e n t , i .e. , 
c o v C y - ， 力 ) = 0 f o r ^ 关 h a n d a l l / , ./•’ p and q. 
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U n d e r t h e m o d i f i e d a s s u m p t i o n , a s y m p t o t i c v a r i a n c e s f o r Sk a n d Sk a r e c h a n g e d 
s l ight ly . I t c a n b e s h o w n t h a t t h e f u n c t i o n a l f o r m s o f Sk and Sk a r e s ^ f ， m ^ ) a n d 
Sk ( j7 f，mlq，v^ ) r e s p e c t i v e l y . T h e e x p r e s s i o n s o f t h e par t i a l d e r i v a t i v e s o f Sk a n d & 
a r e s imi lar as b e f o r e w i t h all c o r r e s p o n d i n g t e r m s mul t ip l i ed b y Wg f o r r e g i o n g. T h e 
t o t a l n u m b e r s o f e l e m e n t s ins ide t h e g r a d i e n t v e c t o r s Ds a n d Ds i n c r e a s e b y g t i m e s . 
T h e v a r i a n c e - c o v a r i a n c e m a t r i c e s b e c o m e E^ = ^ / / a g { S ^ , . . . , S f } a n d 
E ^ = ^ / a g { E ^ , . . . , S ^ } w h i c h a r e b l o c k d i agona l . S f a n d Z f a r e t h e v a r i a n c e - � 
c o v a r i a n c e m a t r i c e s o f t h e g-th r e g i o n ' s e l e m e n t s o f ( y . f , " i ^ ) a n d ( y f , nt%, V ) \ 
|i 
S| 
r e s p e c t i v e l y . >j 
^ 
I 
F r o m A p p e n d i x 1, t h e r e l a t ive w i t h i n - and b e t w e e n - r e g i o n f a c t o r c o n t r i b u t i o n s j 
I 
a r e j 
^ c o v C v f , A 
i � � � & � s " ^ ； ^ , 
I 
虹 二 | > 严 ” - ( I 
gk U ‘ v a r ( j ; ) ！ 
L e t 
1 “‘ 广 
y f ^ — Y y l f o r s = l , . . . , ^ a n d ^ = 1,.. . , G , s 77, f : f •“ g '-' 
y ^ = - Y y ^ ' f o r ^ = 1,..., G , 
�丨=丨‘ 
< = 丄 5 > ? , } � 二 < f o r A q 二 1,...’ K and g 二 1,..., G. 
^g '=i 
T h e c o v a r i a n c e a n d v a r i a n c e t e r m s m a y b e r e w r i t t e n as 
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f K \ 
cov(y^,r') = K + Z < + Z < - ^ 1 Z x f 
k>s k<s ^ .v=l ^ 
a n d 
G K f \ f 0 K 一 ^ 2 
v a r ( j O = Z � Z < + ^ Z < — Z Z 1、歹/ • 
g=l 5=1 乂 r<s 乂 Vg=l =^1 乂 
T h u s , 
G r _ r K _ y 
2 > s < + Z < + Z < - A ' l Z x f J 
g=] k>s k<s � i = l 7 J 
顺 二 “ ^ “ “ ^ w ^ " “ “ V )] 
Z ^ ^ Z < + 2 ^ : < - Z Z , 7 / ；| 
聚=1 .y=1 乂 r<s 乂 \g = \ .v=l 夕 |, 
I 
= w g ; ^ ( y f , " i ^ ) 丨： 
i, 
a n d I 
Cr f G \f K \ [ 
Z - > L & ) 7 : U > ? 
. j?=l 乂 紀 ��‘S-=1 ) 
^ = - — � / ^ K y 
Z ^ ^ Z < ^ 2 X < - Z Z > v . f 
JJ=1 .y=l 乂 r<s 乂 Vg=l .y=l 乂 • 
^bgk (yf^"^%l ) 
w h e r e yf and m^^ a r e v e c t o r s f o r J7f (‘y = 1,..., K a n d g = 1，.. .，G ) a n d m^^ {p, q = ’ 
1 ” . . ， K w i t h p > q and g = 1,. . . , G ) r e spec t ive ly . T h e par t i a l d e r i v a t i v e s o f 
^ ^ g , ^ T s ^ K , ^ and h g , ( y f , m ;； ) a r e 
^ w g , i � ( 2 7 w g , — j 7 ‘ g - j 7 , ” 
dyl varOO , 
^ = w ^ j 7 w g , - j 7 / ) for、’^々， 
d y l v a r ( j O 
7 9 
dwg^ 二 w ^ ( l - w g , ) 
d m l ^ v a r ( j ; ) ’ 
~ 二 _ ^ £ ^ f o ? ^ 々 ， 
d m \ ^ v a r ( j ; ) 
M : M = M Z ^ f o r p < ^ a n d ^ > ^ , 
d m l ^ d m l ^ v a r ( j ; ) 
^ ^ = - 2 � g * f o r p , r / ^ A a n d p > ^ , 
d m l ^ v a r ( j ; ) 
a n d 
d h ^ , 一 W , i i y h g , ^ y l - y , + F — JO 
d y l v a r ( j ) ， 
d h ^ j ^ ' f i y h g . ^ y l - y . ) ^ r . ^ ^ , 
d y l var(，） 
^ . _ ^ f o r a l l A 
d m l ^ v a r ( j O 
^ ^ = , ¾ ^ f o r all p. q w i t h p > q. 
d m l ^ va r ( j ^ ) 
T h e a s y m p t o t i c v a r i a n c e o f wgk is D,,Ai>kD,yk. D � � , k = { D l ^ ^ . . , D ^ ^ ) w h e r e D ^ is t h e 
r o w v e c t o r o f t h e par t i a l d e r i v a t i v e s o f > g " w i t h r e s p e c t t o t h e g - t h r e g i o n ' s e l e m e n t s o f 
{ y f , m l ^ ) . E " = " / a g { S i ^ . . . , E : } w h e r e Ef^, is t h e v a r i a n c e - c o v a r i a n c e m a t r i x o f 
t h e g - t h r e g i o n ' s e l e m e n t s o f a f , m ; ^ ^ ) . Similar ly, t h e a s y m p t o t i c v a r i a n c e o f bgk is 
D,,Y,,D,,\ w h e r e D,, 二（7¾, , . . . , D^[) and Z , , 二 —g�Ak�.., ^ } w i t h D^ is t h e 
g r a d i e n t v e c t o r o f hgk c o r r e s p o n d i n g t o t h e g - t h r e g i o n ' s e l e m e n t s o f ( y f , m & ) a n d 
yg = y^? 
^bk � k • 
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T h e a b s o l u t e w i t h i n - a n d b e t w e e n - r e g i o n c o n t r i b u t i o n s a r e 
WGk = wgk • I, 
BGk = bgk • / , 
a n d t h e i r par t ia l d e r i v a t i v e s a r e 
« • « 
WGk = ^gk'^-^^^'Sk . 7 , 
BG,=hg,-I+bg,-!. 
A s b e f o r e , G E f o r c = 0 is a d o p t e d t o c o m p u t e WGk a n d BGk. T h e i n d e x is r e w r i t t e n a s 
/ = / o C v ) = l o g j 7 - 5 ^ 
f G K _ ) G 一 
= i o g Z Z i � y ; ' - 5 > / ' 
Vs=i j=i ) s=^ 
= i(y!.z'l 
w h e r e z ^ is t h e v e c t o r f o r P ( ^ = 1 , . " , G) . T h e d e r i v a t i v e s f o r I ( y f , z ' ) a r e 
且二^ 
^ x f y ’ 
dl 
二 - i ^ „ -
d? ‘ 
S o , 
WG,=WG,ir:.m%,V). 
BGk=BGk(y�>%’r). 
T h e par t ia l d e r i v a t i v e s o f WG, (y.f ’ /7/;； ’ Z�') and BG, ( y f , m^^, z^^) a r e 
^wG, _ M � ( 2 ) � g , - r - y n . I+i.,,gA. 5 
^ T k v a r ( j ; ) y 
^ G ^ _ > ^ ( 2 T O - j ^ n “ ： . 5 f o r " y ^， 
^ y f va rCv) y 
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• G k > < % ( l - ^ ^ % ) , 
!L = _J: I ’ 
d m l ^ v a r ( j ; ) 
m = J ^ . / ^orp^K 
� p v a r ( j ; ) 
巡 二 巡 二 州 “ 1 一 2 順 ) , forp<k.nd,>k, 
d m l p d m l k v a r ( j ) 
dWG, ^_2w^, ^ ^oxp.q^k^x^Ap>q. 
^ m % v a r ( j ; ) 
dWG, 
_ ^ _ = 1 r i " 
dz^ 
a n d 
dBG, w ^ ( 2 ; 7 ^ g , ^ryl - y , ^ y ' - y ) ><� 
= — — 1 + bgk • — , 
d y ' , v a r ( j ; ) 少 
^BG, i 4 7 # j % J j ^ L ) 7 j , i t ^ f o r . ^ y ^ , 
d y ! v a r O O ；“ 
dBG,_ M ^ M . j f o r a l l p , 
如％ v a r O O 
^ B G , ^ 2 M > ^ h g , ^ f o r a l l p ， ？ w i t h / ? � ^ 
d m l ^ v a r ( j ; ) 
dBG, , 
- ^ 二 —机.州.. 
dz^ 
T h e a s y m p t o t i c v a r i a n c e o f JVG/c is Dm^mDm • D!vjc= ( ^ ¾ ¾ " . , ^m) w h e r e D^ is t h e 
v e c t o r o f t h e par t ia l d e r i v a t i v e s o f WGk w i t h r e s p e c t t o t h e g - t h r e g i o n ' s e l e m e n t s o f 
{ y f , ^ ^ U . z n - S , ^ = 6 / / a g { Z U , . . . , Z ^ ; | w h e r e Z^^ is t h e v a r i a n c e - c o v a r i a n c e 
m a t r i x o f t h e ^ - t h r e g i o n ' s e l e m e n t s o f ( y ! . m % , z ' ) . Similar ly , t h e a s y m p t o t i c 
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v a r i a n c e o f BGk is DBk^BkThk,, w h e r e Dgk 二 (乃^^，...，乃5) and 2 朋 = 
d i a ^ B k ” . . � ^ ^ } wi th J ^ \ is t h e g rad ien t v e c t o r o f BGk c o r r e s p o n d i n g t o t h e 容-th 
r e g i o n ' s e l e m e n t s o f ( J^ f , m^^ , z ^ ) and S^^ = S J ^ . 
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APPENDDC 3 
The Double Counting Problem ofGVO and GVI 
u 
D o u b l e c o u n t i n g is a p r o b l e m as G V O i n c l u d e s i n t e r m e d i a t e i npu t s . A b e t t e r 
p r o x y f o r i n c o m e is p e r c a p i t a n e t v a l u e o f o u t p u t Q W O ) w h e r e N V O is n e t o u t p u t 
a f t e r d e d u c t i n g i n t e r m e d i a t e i n p u t s 7 ^ I f t h e r a t io k = N V O / G V O is t h e s a m e f o r all 
r e g i o n s , G £ m e a s u r e c o m p u t e d b y G V O h a s t h e s a m e v a l u e as t h a t d e r i v e d f r o m 
N V O b y A 1 . 7 . In rea l i ty , it s e e m s t h a t r i che r a r e a s m a y h a v e s m a l l e r v a l u e s o f ^ t h a n 
I 
l e s s - w e l l - o f F a r e a s b e c a u s e r i che r a r e a s usua l ly h a v e re la t ive ly l a r g e n o n - a g r i c u l t u r a l 
s e c t o r s w h i c h h a v e re la t ive ly small v a l u e s o f k. A s a resu l t , i n equa l i t y m e a s u r e s m a y 
b e b i a s e d u p w a r d . Y e t , as R o z e l l e ( 1 9 9 4 ) a r g u e s , th i s p r o b l e m is n o t so cr i t ical f o r 
s t u d y i n g i nequa l i t y t r e n d s 7 ^ I t is s h o w n in C h a p t e r 5 t h a t u s i n g e i t he r G V O o r an 
a p p r o x i m a t i o n o f N V O y ie lds s imi lar r e su l t s w i t h r e s p e c t t o i nequa l i t y t r e n d s . 
T h e d o u b l e c o u n t i n g p r o b l e m o f G V O m a y b e m o r e cr i t ica l in f a c t o r 
d e c o m p o s i t i o n ana lys i s o f inequa l i ty . A s t h e n o n - a g r i c u l t u r a l , e spec ia l ly indus t r i a l , 
s e c t o r h a s a r e l a t ive ly smal l v a l u e o f k, t h e c o n t r i b u t i o n o f t h i s s e c t o r t o ove ra l l 
i nequa l i t y will b e e x a g g e r a t e d ( H u s s a i n and H o w e s 1 9 9 4 a n d T s u i 1 9 9 3 ) . O n e 
p o s s i b l e r e m e d y is t o a p p r o x i m a t e N V O by mu l t i p ly ing G V O w i t h t h e 
c o r r e s p o n d i n g p rov inc i a l v a l u e o f " ; see H u s s a i n and H o w e s ( 1 9 9 4 ) . U s i n g th is 
c o n v e r s i o n m e t h o d is still r o u g h and i n a c c u r a t e . F i r s t , t h e c o n v e r s i o n f a c t o r k is j u s t 
a p rov inc i a l a v e r a g e . I t c a n n o t c a p t u r e t h e va r i a t i on o f k a m o n g c o u n t i e s . S e c o n d , a 
m o r e c ruc ia l r e a s o n is t h a t it is an a v e r a g e o f rura l and u r b a n v a l u e s o f A . A s u r b a n 
a r e a s p r o b a b l y h a v e smal l e r v a l u e s o f k t han rural , s u c h c o n v e r s i o n will u n d e r s t a t e 
73 Unfortunately, NVO is not available. 
74 See Rozelle(1994). 
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t h e t r u e v a l u e o f N V O a n d t h e c o n t r i b u t i o n s o f n o n - a g r i c u l t u r a l ac t iv i t i es t o ove ra l l 
i nequa l i t y . D u e t o t h e s e s h o r t c o m i n g s , w e d e c i d e t o u s e G V O t h r o u g h o u t t h e 
ana lys i s . I t is i l l u s t r a t ed in C h a p t e r 5 t h a t t h e ma in c o n c l u s i o n s in th i s p a p e r will n o t 
b e a l t e r e d e v e n u s i n g e s t i m a t e s o f N V O . 
T o r e f l e c t l iv ing s t a n d a r d , real G V O i n s t e a d o f n o m i n a l G V O is m o r e 
a p p r o p r i a t e . A s r i c h e r a r e a s m a y h a v e h i g h e r p r i c e leve ls a n d in f l a t i on r a t e s , u s i n g 
n o m i n a l G V O m a y o v e r s t a t e inequa l i ty . H o w e v e r , d a t a o n ru r a l G V O at c o n s t a n t • 
'I 
p r i c e o r a n y r e l e v a n t p r i c e i n d e x is n o t available.^^ W e k e e p o n u s i n g n o m i n a l G V O ‘ 
； 
f o r t h e ana lys i s d u e t o th i s l imi ta t ion . F u r t h e r m o r e , g i v e n t h a t d i f f e r e n c e s in r u r a l | 
j 
p r i c e level w i t h i n a n y p r o v i n c e m a y n o t b e t o o l a rge , w i t h i n - p r o v i n c e i nequa l i t y m a y ！ 
n o t b e t o o s e r i ous ly d i s t o r t e d . F o r inequa l i ty m e a s u r e i n v o l v i n g d i f f e r e n t p r o v i n c e s , : 
t h e o v e r e s t i m a t i o n o f i nequa l i t y m a y b e s igni f icant . T h i s p r o b l e m is n o t so cr i t ical 
I 
f o r s t u d y i n g c h a n g e s in i nequa l i t y if in f la t ion r a t e s a r e n o t s ign i f i can t ly d i f f e r e n t 
a m o n g p r o v i n c e s . F o r b e t w e e n - a n d w i t h i n - r e g i o n f a c t o r d e c o m p o s i t i o n analys is , t h e 
r e l a t i ve b e t w e e n - r e g i o n c o n t r i b u t i o n s o f i n c o m e s o u r c e s will b e o v e r s t a t e d . B u t th i s 
wil l n o t a l t e r o u r c o n c l u s i o n o f th i s p a p e r t ha t t h e r e l a t ive b e t w e e n - r e g i o n f a c t o r 
c o n t r i b u t i o n s a r e smal l e v e n i f i t is o v e r e s t i m a t e d ; s e e C h a p t e r 5. 
D o u b l e c o u n t i n g is a l so a p r o b l e m f o r u s i n g p e r c a p i t a ru ra l g r o s s v a l u e o f 
i n c o m e ( G V I ) . I n s t e a d , p e r c a p i t a rura l ne t v a l u e o f i n c o m e O ^ V I ) s h o u l d b e u s e d 7 ^ 
75 Only agricultural GVO at constant price is available. Hussain and Howes (1994) deflat non_ 
agricultural output by the overall industrial products rural retail price index. However, this 
conversion is error-prone. First, it is an index for the industrial sector rather than the entire non-
agricultiiral sector. Second, as Hussain and Howes mentioned, it is an index on consumption side 
but not on production side. 
76 The cost ofintermediate inputs is deducted in NVI, but not for GVI (SSB 1993h). 
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F o r r e a s o n s s imilar t o t h o s e ju s t i fy ing the u s e o f nomina l G V O f o r t h e c o u n t y level , 









The Data Set 
T o s t u d y ru r a l i n c o m e inequa l i t i e s and t h e c o n t r i b u t i o n s o f d i f f e r e n t s o u r c e s o f 
i n c o m e t o ove ra l l i n e q u a l i t y in Shanx i , G u a n g d o n g a n d G a n s u , d a t a o n ru ra l 
p o p u l a t i o n , ru ra l G V O a n d its c o m p o n e n t s ( i nc lud ing a g r i c u l t u r e , ru ra l i n d u s t r y , 
c o n s t r u c t i o n , t r a n s p o r t a t i o n a n d c o m m e r c e ) at t h e c o u n t y level a r e r e q u i r e d t o 
c o m p u t e ru ra l p e r c a p i t a G V O and t h e p e r cap i t a v a l u e s o f d i f f e r e n t c o m p o n e n t s o f ‘ 
. 1 
G V O . F o r t h e b e t w e e n - a n d w i t h i n - p r o v i n c e f a c t o r d e c o m p o s i t i o n ana lys i s , t h e d a t a ' 
f o r t h e t h r e e p r o v i n c e a r e p o o l e d t o g e t h e r w i t h f e w a d j u s t m e n t s . ? ? T o i n v e s t i g a t e t h e ； 
b e t w e e n - and w i t h i n - c o u n t y f a c t o r c o n t r i b u t i o n s t o ove ra l l i nequa l i t y in Shanx i , d a t a ^ 
o n ru ra l p o p u l a t i o n , ru ra l G V I and its c o m p o n e n t s , i n c l u d i n g p r i m a r y , s e c o n d a r y 
a n d t e r t i a r y G V I , at t h e t o w n s h i p and v i l lage l eve l s a r e a d o p t e d . All t h e d a t a ^ 
I 
e m p l o y e d in o u r s t u d y a r e c o l l e c t e d f r o m v a r i o u s s ta t i s t ica l y e a r b o o k s p u b l i s h e d b y 
78 
t h e S t a t e S ta t i s t i ca l B u r e a u ( S S B ) . D a t a de f in i t i ons f o r all s o u r c e s a r e c o n s i s t e n t . 
T h e de ta i l s a r e s u m m a r i z e d in t h e f o l l o w i n g tab le : 
\ 
77 In order to have a consistent definition ofdistrict (see the next footnote), districts in Shanxi are 
merged in 1985, 1987-1991 and districts in Gansu are merged in 1991. The numbers of counties 
for Shanxi become 106 in 1985, 1987-1991 and that for Gansu becomes 62 in 1991. 
78 One exception is the definition of district {qu). Districts, which have the same administrative 
level as counties (X/V7/7)’ are treated as counties in this paper. For the China County Rural Statistical 
Yearbook, all districts belonging to the same city are merged as a single unit. Whereas, districts 
are left separated for other statistical yearbook. Thc differences in the definition of district only 
affects the numbers ofcoiinties slightly and has less impact on inequality measures. 
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Avai lab le 
A g g r e g a t i o n c o m p o n e n t s 
level Y e a r Stat is t ical y e a r b o o k o f G V O 
Shanxi -
C o u n t y 7 8 - 9 0 Shanxi Agr icu l tu ra l Satist ical I n f o r m a t i o n agr.，ind., cons . , 
(Shami Nongcim Tongji Ziliao Gaiyao, t r ans . , and c o m . 
S S B 1992) G V O 
C o u n t y 91 , 92 , Stat is t ical Y e a r b o o k ofShami (Shanxi agr.， ind. , cons.， 
9 4 Tongji Nianjian, S S B 1992, 1993, 1995) t r ans . , and c o m . . 
G V O ； 
T o w n s h i p 80 , 85, Shanxi T o w n s h i p and Vi l lage Stat is t ical p r imary , : 
1 
and vi l lage 9 0，9 1 I n f o r m a t i o n {Shanxi Xiang Zhen Tongji s e c o n d a r y 丨 
Ziliao Gaiyao. S S B 1993) and t e r t i a ry G V I : 
Guangdong — 
C o u n t y 85, 87’ Ch ina C o u n t y Rura l Stat ist ical Y e a r b o o k agr . G V O (85, , 
8 8 - 9 1 {Zhoiiggiio Fenxian Nongam Jirigji Torigji 87, 88-91)，ind. 
Gaiyao, S S B 1 9 8 9 - 1 9 9 3 ) G V O ( 8 9 - 9 1 ) 
C o u n t y 8 9 - 9 1 Agr icu l tu ra l Stat ist ical Y e a r b o o k o f agr . , ind. , cons . , 
G u a n g d o n g {Guangdong Norigam Tongji t rans , and c o m . 
Niarwan. SSB 1993, 1994) GVO 
Gansu — 
C o u n t y 85, 87, Ch ina C o u n t y Rura l Stat ist ical Y e a r b o o k agr . G V O (85 , 
8 8 - 9 0 {Zhoriggno Fem.ian Nongam Jirigji Tongji 87, 88-90)，ind. 
Gaiyao, S S B 1 9 8 9 - 1 9 9 2 ) G V O (89 , 9 1 ) 
C o u n t y 9 1 - 9 4 Agr icu l tu ra l Stat ist ical Y e a r b o o k of G a n s u agr . , ind. , cons . , 
(Gamn Nongam Jingji Nianjian, S S B t rans , and com. 
1 9 9 2 - 1 9 9 5 ) G V O 
N o t e : agr . = agr icu l tu re ; ind. = rural indust ry; cons . = cons t ruc t i on ; 
t rans . = t r a n s p o r t a t i o n ; com. 二 c o m m e r c e . 
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A s t o p o g r a p h i c a l e r r o r m a y b e a p rob lem, all t h e r a w d a t a a re c h e c k e d u n d e r 
s o m e c o n s i s t e n c y r e q u i r e m e n t s , e .g . , rural G V O should b e equal t o t h e s u m o f a l l i ts 
c o m p o n e n t s by d i f f e r en t s ec to r s . D a t a a re d i sca rded if t hey v io l a t e t h e cons i s t ency 
r e q u i r e m e n t s . T h e to t a l n u m b e r s o f c o u n t y b e f o r e and a f t e r cons i s t ency c h e c k f o r 
Shanxi , G u a n g d o n g and G a n s u a re s h o w n as b e l o w : 
Shanx i G u a n g d o n g G a n s u 
B e f o r e A f t e r B e f o r e A f t e r B e f o r e A f t e r 
cons is t . cons is t . consis t . cons is t . cons is t . cons is t . 
Y e a r c h e c k c h e c k c h e c k c h e c k c h e c k c h e c k 
7 8 - 8 4 1 1 1 1 1 1 〜 ‘ 
1 9 8 5 1 1 1 1 1 1 9 1 9 1 8 0 7 8 ； 
1 9 8 6 1 1 1 1 1 1 
1 9 8 7 1 1 1 1 1 1 9 1 9 1 8 0 7 8 
1 9 8 8 1 1 1 1 1 1 8 9 8 9 8 0 8 0 | 
1 9 8 9 1 1 1 1 1 1 9 6 9 6 8 0 8 0 ； 
1 9 9 0 1 1 1 1 1 1 9 6 9 6 7 9 7 9 ‘ 
1 9 9 1 1 1 1 1 1 1 9 6 9 6 8 6 8 6 | 
1 9 9 2 1 1 1 1 1 1 1 1 4 1 0 7 8 6 8 6 
1993 116 113 86 86 ‘ 
1994 111 111 ^ ^ 
T h e to ta l n u m b e r s o f t o w n s h i p and vi l lage b e f o r e and a f t e r cons i s t ency c h e c k f o r 
Shanxi a re g iven as f o l l o w : 
B e f o r e cons is t . A f t e r consis t . 
Y e a r c h e c k c h e c k 
" " " 1 ^ 1 9 2 4 1 9 1 0 
1 9 8 5 1 9 2 9 1 9 1 6 
1 9 9 0 1 9 3 0 1 9 1 7 
1 9 9 1 ] ^ 9 3 0 1 9 1 7 
T h e n u m b e r s o f coun t i e s ( t o w n s h i p s and vi l lages) b e f o r e cons i s t ency c h e c k 
m a y h a v e var ied a c r o s s yea r s b e c a u s e s o m e coun t i e s ( t o w n s h i p s and vi l lages) h a v e 
been m e r g e d a n d / o r d iv ided over t ime . 
8 9 
Table 1. Rural enterprises: numbers and employment (in million), 1978-1992 
All rural enterprises T V E 
Number of Number of Number of Number of 
Year enterprises workers enterprises workers 
1978 n.a. n.a. 1.52 28.27 
1979 n.a. n.a. 1.48 29.09 
1980 n.a. n.a. 1.42 29.99 
1981 n.a. n.a. 1.34 29.70 
1982 n.a. n.a. 1.36 31.13 
1983 n.a. n.a. 1.35 32.35 
1984 6.07 52.08 1.86 38.48 � 
1985 12.22 69.79 1.85 41.52 : 
1 9 8 6 1 5 . 1 5 7 9 . 3 7 1.73 4 3 . 9 2 ； 
1987 17.45 87.86 1.58 47.02 ) 
1988 18.88 96.45 1.59 48.94 , 
1989 18.69 93.67 1.54 47.20 
1 9 9 0 1 8 . 5 0 9 2 . 6 5 1.45 4 5 . 9 2 ！ 
1991 19.08 96.09 1.44 47.67 ‘ 
1992 20.78 105.81 1.52 51.49 
- - _ t 
Sources: Findlay et al. (1994). 
Note: n.a. 二 not available. 
Rural enterprises = T V E + PE. 
Table 2. The Shares o f T V E and PE in gross value of output, employment and number of 
enterprises (%), 1978-1991 ‘ 
“ Share o f g r o s s Share of Share of number 
value o f o u t p u t employment ofenterpr ises 
Year T V E PE T V E P E T V E PE 
~ T 5 S ^ r i T ^ ^ ^ 69.3 
1985 75.1 24.9 62.0 38.0 15.1 84.9 
1986 71.1 28.9 57.2 42.8 11.4 88.6 
1987 68.0 32.0 53.6 46.4 9.0 91.0 
1988 67.2 32.8 51.3 48.7 8.4 91.6 
1989 65.4 34.6 50.4 49.6 8.2 91.8 
1990 64.2 35.8 49.6 50.4 7.9 92.1 
1991 66.4 33.6 49.6 50.4 7.6 92.4 
Sources: Findlay et al. (1994) and author's calculation. 
T a b l e 3. G r o s s o u t p u t v a l u e o f r u r a l en te rp r i se s in C h i n a (in bil l ion yuan ) , 1 9 8 4 - 1 9 9 2 
G r o s s o u t p u t v a l u e G r o s s o u t p u t v a l u e G r o s s o u t p u t v a l u e 
o f r u r a l en t e rp r i s e s o f r u r a l c o m m u n i t y o f t h e na t ion (a ) / (b ) (a ) / (c ) 
Y e a r (a) W W !：^  ^ 
1 9 8 4 1 7 0 . 9 9 5 0 3 . 3 8 1 3 1 3 . 1 0 3 3 . 9 7 13 .02 
1 9 8 5 2 7 2 . 8 4 6 3 4 . 0 0 1 6 5 8 . 8 0 4 3 . 0 3 16 .45 
1 9 8 6 3 5 4 . 0 9 7 5 5 . 4 2 1 9 0 4 . 5 0 4 6 . 8 7 18 .59 
1 9 8 7 4 7 4 . 3 1 9 4 3 . 1 6 2 3 0 3 . 3 4 5 0 . 2 9 2 0 . 5 9 ；“ 
1 9 8 8 6 4 9 . 5 7 1 2 5 3 . 4 7 2 9 8 0 . 7 0 5 1 . 8 2 2 1 . 7 9 • 
1 9 8 9 7 4 2 . 8 4 1 4 4 8 . 0 2 3 4 5 1 . 9 0 5 1 . 3 0 2 1 . 5 2 ‘ 
1 9 9 0 9 5 8 . 1 1 1 6 6 1 . 9 2 3 8 0 3 . 5 0 5 7 . 6 5 2 5 . 1 9 ! 
1991 1 1 6 2 . 1 7 1 9 0 0 . 4 1 4 4 1 4 . 2 0 6 1 . 1 5 2 6 . 3 3 
1 9 9 2 1 7 6 8 . 5 5 2 5 3 8 . 6 3 5 4 8 2 . 5 0 6 9 . 6 7 3 2 . 2 6 丨 
S o u r c e s : F ind l ay et al. ( 1 9 9 4 ) . 





























































































































































































































































































































































































































































































































































































Table 5. Rural enterprises: numbers and employment (in thousand), Shanxi, Guangdong and Gansu 
Shanxi Guangdong Gansu 
Number of Number of Number of Number of Number of Number of 
Year enterprises workers enterprises workers enterprises workers 
1978 91.1 807.9 
1979 82.7 880.4 
1980 75.1 883.4 97.3 2048.9 
1981 68.5 867.4 
1982 68.1 907.9 ^ 
1983 69.8 969.7 :; 
1984 159.0 1518.7 '： 
1985 327 5 2147.8 686.6 4014.5 84.6 683.5 ), 
1986 329.5 2185.6 U 9 . 4 902.8 | 
1987 356.3 2268.6 1094.5 5849.0 161.2 1075.8 I 
1988 388.8 2380.8 1158.3 6450.1 196.2 1260.8 
1989 396.0 2386.4 1178.7 6443.5 202.2 1257.2 
1990 407 0 2404.2 1196.5 6583.3 211.5 1293.7 
1991 434 8 2512.2 1235.3 7078.5 220.5 1322.8 
1992 512 7 2856.6 1303.6 7913.1 239.5 1436.4 
1993 629 5 3476.6 1389.9 9155.1 274.7 1664.6 
1994 644.5 3688.2 1457.5 10166.1 311.1 1869.6 
Sources: State Statistical Bureau (1995a, 1991, 1994，1995d 1993, 1995f, 1992g) and Editorial Committee of 
Guangdong Yearbook (1989). 










































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































T a b l e 8. P e r cap i t a rura l and indust r ia l G V O (in y u a n ) f o r 
all p r o v i n c e s in 1994 
P e r cap i t a P e r cap i t a 
P r o v i n c e G V O indus t r ia l G V O 
Z h e j i a n g 1 5 6 2 9 . 2 6 1 2 3 4 9 . 3 1 
J i angsu 1 5 4 8 7 . 5 0 1 1 4 1 0 . 6 3 
L i a o n i n g 1 3 5 4 2 . 1 5 8 2 6 4 . 8 6 
S h a n d o n g 1 0 5 0 4 . 7 1 7 0 6 0 . 5 6 
G u a n g d o n g 8 3 9 4 . 8 4 4 8 7 8 . 7 4 j 
F u j i a n 8 0 8 7 . 5 3 4 4 9 0 . 8 9 丨 
H e i l o n g j i a n g 6 0 9 8 . 9 7 1 6 5 0 . 6 0 f 
Jilin 5 7 7 5 . 0 9 1 8 5 6 . 9 6 
H e b e i 5 4 8 9 . 5 0 3 3 0 3 . 7 6 
A n h u i 5 4 2 1 . 6 3 2 7 5 0 . 3 1 
Shanxi 4 9 2 3 . 7 4 2 9 2 8 . 3 0 
H a i n a n 4 8 0 8 . 5 0 5 9 8 . 8 5 
J iangxi 4 7 3 6 . 6 9 2 2 8 0 . 9 3 
X in j i ang 4 6 8 9 . 0 5 5 8 4 . 1 8 
H u b e i 4 5 4 2 . 1 0 1 8 6 8 . 2 6 
S ichuan 4 4 8 7 . 6 7 2 1 2 8 . 1 8 
H e n a n 4 3 7 4 . 2 9 2 3 1 4 . 5 4 
N e i m e n g g u 3 9 5 2 . 4 4 8 8 6 . 5 4 
H u n a n 3 9 2 4 . 5 1 1 4 7 3 . 1 8 
G u a n g x i 3 1 3 6 . 6 3 1 2 8 0 . 6 8 丨 
Shaanx i 2 9 1 5 . 0 8 1 1 9 8 . 0 2 
G a n s u 2 4 2 0 . 6 7 7 2 0 . 5 2 
N i n g x i a 2 2 2 3 . 5 9 5 5 6 . 4 5 
Y u n a n 1954 .83 4 6 4 . 6 2 
Qingha i 1 8 9 3 . 3 4 2 9 7 . 4 7 
G u i z h o u 1 3 3 8 . 6 2 3 3 8 . 6 5 
S o u r c e : S t a t e Stat is t ical B u r e a u ( 1 9 9 5 j ) and au tho r ' s 
ca lcula t ion. 
N o t e : X i z a n g is exc luded d u e t o da t a availabili ty. 
T h e t h r e e central ly admin i s t e red municipal i t ies : Be i j ing , 
Tianj in and Shangha i a re no t inc luded in this table . 
T a b l e 9. Compar i son between the levels o f e c o n o m i c development and the development o f r u r a l 
enterprises in Shanxi , Guangdong and Gansu in 1994. 
Shanxi Guangdong Gansu 
Geographica l location central eas t em wes t em 
N o . o f r u r a l enterprises ( thousand) 644.5 1457.5 311.1 
N o o f e m p l o y m e n t o f r u r a l enterprises ( thousan 3688.2 10166.1 1869.6 
H e a v y industry 8 4 . 2 % 3 0 . 5 % 6 2 . 8 % 
L i g h t i n d u s t r y 15 .8% 6 9 . 5 % 3 7 . 2 % 
Rura l G V O (100 million yuan) 1112.47 4711 .94 467 .19 
Industr ial share in G V O 5 9 . 0 % 5 8 . 0 % 3 0 . 0 % 
P e r c a p i t a r u r a l G V O ( y u a n ) 4923 .74 8394 .84 2420 .67 [ 
Pe r capi ta industrial G V O (yuan) 2 9 2 8 . 3 0 4878 .74 720 .52 f 
Sources: Tab le 5-8. 
T a b l e 10. O u t l i n e o f t h e s t udy . 
S t u d y P r o v i n c e D a t a 
R u r a l i n c o m e inequa l i t y t r e n d s and Shanx i , G u a n g d o n g C o u n t y leve l 
f a c t o r d e c o m p o s i t i o n a n a l y s e s ( H 1 ) a n d G a n s u 
B e t w e e n - a n d w i t h i n - p r o v i n c e P o o l e d Shanx i , C o u n t y level I 
f a c t o r d e c o m p o s i t i o n ana lys i s ( H 2 ) G u a n g d o n g a n d G a n s u ‘ 
B e t w e e n - a n d w i t h i n - c o u n t y Shanx i T o w n s h i p a n d 




















































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































































Table 14(a). Relative factor contributions to rural inequality derived f rom county-level GVO 
and the estimated NVO for Shanxi, 1985-1991 
GVO 
Year Agriculture Rural Industry Construction Transportation Commerce 
85 3.9% 66.8% 8.3% 15.4% 5.5% 
86 5.7% 66.7% 9.7% 13.7% 4.1% 
87 6.4% 67.1% 8.3% 13.2% 5.0% 
88 5.2% 68.5% 7.1% 12.7% 6.4% 
89 3.3% 73.0% 5.1% U . 1 % 6.8% 
90 1.7% 75.7% 4.4% 12.4% 5.9% 
9 1 1 ^ 74.5% 4 ^ 12.5% 6.0% 
Estimated NVO 
Year Agriculture Rural Industry Construction Transportation Commerce 
85 14.0% 56.0% 5.5% 16.6% 1.9% 
86 l4 .1% 57.4% 6.9% 15.7% 6.0% 
87 14 0% 57.0% 5.7% 15.6% 7.7% 
88 13.0% 56.7% 5.4% 13.3% 9.7% 
89 9 5% 61.5% 4.1% 13.1% n . 9 % 
90 7 9% 63.4% 3.4% 15.1% 10-2% 
91 7.8% 63.1% 3.8% 13.4% 9.9% 
Sources: State Statistical Bureau (1992f, 1992g, 1986-1992j) and author's calculation. 
Table U(b) . Relative factor contributions to rural inequality derived f rom county-
level GVO and the estimated NVO for Guangdong, 1985-1991 
GVO Estimated NVO 
Year Agriculture Non-agriculture Agriculture Non-agriculture 
^ TsWo 8 4 ^ 27.9% 72.2% 
87 23.5% 76.5% 39.2% 60.8% 
88 16 0% 84.0% 30.8% 69.2% 
89 16 3% 83.7% 31.3% 68.7% 
90 n 9% 86.1% 27.9% 72.1% 
91 13.1% 86.9% 27.2% 72.8% 
Sources: State Statistical Bureau (1989-1993i, 1986, 1988-1992j) and author's calculation. 
Table 14(c). Relative factor contributions to rural inequality derived from county-
level GVO and the estimated NVO for Gansu, 1985-1991 
GVO Estimated NVO 
Year Agriculture Non-agriculture Agriculture Non-agriculture 
— S S n % 4 3 ^ 69.4% 30.6% 
87 59 4% 40.6% 72.5% 27.5% 
88 72.3% 27.7% 82.8% 17.2% 
89 44 6% 55.4% 59.5% 40.5% 
90 41 1% 58.9% 59.0% 41.0% 
Ql 26.6% 73.40/0 42.30/0 57.70/0 
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